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Abstract 
It is not unknown that NonProfit Organisations (NPOs) across South Africa are failing in 
their objective to provide adequate service delivery. The current poor wellbeing of NPOs is 
largely attributed to a lack of funding. Poor funding refers to challenges regarding internal 
fundraising efforts, government grants as well as international donations. The struggle to 
raise adequate funds has not only negatively impacted the scope of service delivery, but has 
also contributed to the closure of NPOs throughout the country. NPO’s financial struggles are 
compounded by their inadequate financial reporting and management. The poor and 
inconsistent financial reporting and management does not encourage funders to part with 
their money. The unfortunate ripple effect of the poor financial reporting and management is 
a downscaling in service provision or, in more severe circumstances, closure.  
 
This dissertation sets out to analyse the financial wellbeing of NPOs within the Western 
Cape. In doing so, it set out to:   
 To discover and describe the current condition of financial reporting; 
 To analyse the NPO’s financial sustainability and lastly; and  
 To explore the sources of funding of NPOs.  
The three aims were achieved through the use of a financial trend analysis and financial 
ratios. 
 
The research was localised to the Western Cape, where the researcher used probability 
sampling to collect 300 NPO’s annual financial statements. The data was collected from a 
National NPO register found online and available to the general public. For each NPO the 
researcher had two consecutive annual financial statements. The annual financial statements 
used were the annual financial statements for the years 2012 and 2013. Due to the format of 
annual financial statements, the researcher had three consecutive years (2011 to 2013) worth 
of financial information (annual financial statements include the financial information of two 
years for comparison).  
 
During the data collection and analysis, the most overwhelming finding and limitation was 
that the condition of the financial reporting was extremely poor (many of the annual financial 
statements did not follow or meet the generally accepted accounting practises, therefore were 
considered poor). The findings reflected inconsistent and inaccurate financial reporting. As a 
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result the data that could be subjected to ratio analysis was limited. Furthermore, when 
analysing the sources of income, because the lack of clarification on the income statement 
meant that the source of income could not be determined. However, the findings regarding 
the sources of income did show a lack of funding from government grants. The ratios 
performed showed that for the three year period (2011 to 2013) the NPOs had financial 
sustainability of a period no longer than 8 to 9 months if all funding ceased. Thereafter they 
would have to discontinue operating. The findings resulted in three main recommendations:  
 A template for financial reporting;  
 An increase in governmental support (financial); and  
 The prioritization of fundraising within NPOs.  
A template for financial reporting can also be viewed as a guide for recording financial 
information within NPOs. The template would assist NPOs in creating more comprehensive, 
clear, accurate and consistent financial reporting. However, improved financial reporting on 
its own is not enough. Improving financial sustainability involves increasing financial support 
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Chapter 1 Introduction  
Non Profit Organisations (NPOs) within South Africa are continuously under financial strain. 
They are vulnerable to closure, or the more commonly found, downscaling of service 
provision. South Africa relies on the efforts and programmes that NPOs run. As a developing 
country, it is essential that focus is given to improving both the social and economic status of 
the country. One of the main role players in the efforts to improve social conditions within 
South Africa are NPOs. The social development of the county is driven by the many diverse 
NPOs that aim to relieve or eradicate the many different social ills faced by people within the 
country. The role NPOs play within South Africa and more specifically, within each province 
is invaluable. Many people depend on the services of NPOs, therefore their existence and 
their survival is vitally important.  
 
The sustainability of NPOs has dominated much of the discourse and discussion surrounding 
NPOs. Sustainability within NPOs can refer to the sustainability of the programmes and 
community development, as well as their financial sustainability. The financial sustainability 
was the focus of the dissertation. The researcher set out to understand the financial wellbeing 
of NPOs by examining different features of the financial workings of NPOs. In order to 
describe the financial sustainability and security of NPOs the researcher aimed to explore 
three financial aims regarding NPOs. The first aim was to examine the condition of financial 
reporting among NPOs. The examination of the financial reporting was important, because 
that is the tool NPOs use to communicate their financial wellbeing with funders. More so, 
financial reporting provides the reader with the NPOs financial position or functioning 
regarding their past performance and future intentions. Financial sustainability begins when 
financial management within NPOs improves, therefore the condition of financial reporting 
reveals the attention, knowledge and value NPOs assign to understanding and communicating 
their financial wellbeing.  
 
The second aim was to illustrate the financial sustainability of NPOs by describing the 
survival if funding decreased or even stopped entirely. A trend analysis, with the use of 
financial ratios, was used to analysis the financial information found on the annual financial 
statements. The financial ratios are calculations and formulas that when applied, extract 
specific information. The research focused its attention on four ratios: current ratio, solvency 
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ratio, defensive interval and the savings indicator. These together provide a picture of the 
financial wellbeing of the NPOs.  
 
The third and final aim was to explore the different sources of income of NPOs. NPOs 
receive funding from various sources, therefore it was important to explore who or where the 
income originated.  
 
The dissertation’s objectives were realised using three main research questions. The 
collection process was difficult and time consuming, but through the use of a National 
Register of NPOs across the country, the researcher was able to collect the annual financial 
statements that were needed:  
 The research population was focused on NPOs within the Western Cape;  
 The second criterion was that the NPOs chosen had to be registered NPOs; and  
 The third requirement was that the NPO being used had annual financial statements 
for the years, 2012 and 2013.  
 
With the three criteria in mind the researcher collected data from 300 NPOs and captured the 
financial information from their respective financial annual statements. The financial 
information collected came from the balance sheet and income and expenditure statement of 
the annual financial statements. Although 300 NPOs were chosen, two annual statements 
were collected for each NPO, therefore providing the researcher with 600 annual financial 
statements. Through the collection and capturing of information the researcher was able to 
assess the actual condition of 600 annual financial statements of NPOs within the Western 
Cape. From the collected financial information the researcher was able to analyse the 
information with the use of financial ratios and examine the sources of income as stated on 
the income statements. 
 
The condition of the annual statements proved to be poor (because the financial reporting 
often did not meet the generally accepted accounting practises), which in turn affected the 
depth and accuracy of the ratio analysis and the indication of sources of income. The poor 
financial reporting was not only a major finding, but became a great limitation throughout the 
study. Although the analysis was compromised by the poor financial reporting, it was found 
that a very low percentage of NPOs income actually derives from government. From the 
findings of the research, some recommendations were made which called for the creation of a 
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financial template for financial reporting for NPOs. The recommendations also spoke to the 
increase in governmental funding, as well as NPOs prioritise and increase their fundraising 
efforts.  
 
The dissertation consists of six chapters. The first chapter, introduction, has introduced the 
topic and aims of the study. It has provided the reader a glance into the research conducted 
and brief overview of research process. Chapter two, Research Intent, will cover in more 
depth the intent of the research. The chapter provides context and background information 
regarding the value and initial intention for the conducted study. It also presents the aims of 
the study in the form of specific research objectives, followed by the clarification of concepts 
used within the dissertation. Chapter two also highlights the ethical considerations within the 
study then thoroughly talks to the limitations and challenges faced during the entire research 
process.  
 
The third chapter, Methodology and Design, reveals how the research was conducted. The 
chapter describes and explains the design of the research, as well as providing detailed 
description of the data collection process. The instrument and method of collection is 
explained, as well as the final research data population.  
 
The fourth chapter, Literature Review, provides relevant theory or literature used to conduct 
the research. The literature focuses on the issues of financial sustainability, financial 
management and income within NPOs. The literature surrounding financial sustainability and 
financial management explores the challenges and previous research findings surrounding 
financial knowledge, skills and financial reporting within NPOs. The Literature Review also 
provides information about past trends and findings regarding funding within NPOs. 
Although the focus falls to the financial sustainability, the chapter also presents contextual 
information relevant to the study. The contextual information refers to legislation surrounding 
NPOs, as well as the issue of governance within NPOs.  
 
The fifth chapter, Findings and Discussion, presents the results and findings from the analysis 
of financial information. The focus and presentation of the findings follows the three key 
aims. The poor financial reporting is presented, followed by the results of the calculations 
from the financial ratios, and lastly the findings regarding the different sources of income 
within NPOs. The findings are presented along with the relevant tables and graphs depicting 
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the values and figures of the ratios being discussed. The findings are also joined by a 
discussion against literature found in chapter four (Literature Review) as well as the 
researcher’s experience and knowledge.  
 
The final chapter, Recommendations and Conclusion, brings the dissertation to a close by 
concluding the findings of research and providing recommendations to NPOs and 
government. The recommendations were based on the key aims and findings of the research. 
Therefore the recommendations address the issues of poor financial reporting and income 
generation amongst NPOs. The dissertation then will end with the last concluding remarks 
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Chapter 2 Research Intent  
2.1 Background to Research  
South Africa is a developing country which is striving to improve its social conditions as well 
as its economic status. One of the ways the country is working towards this development is 
through the work of Non Profit Organisations (NPOs) (Mubangizi, 2004). The NPOs within 
this country have largely contributed to the improvement and development of communities 
and individuals. However, over recent years South Africa has experienced the downscaling of 
service provision and even the closure of many NPOs across the country. NPOs are 
deregistering or shutting down either because there is a lack of funding or because they did 
not meet the standard regulations needed according to the Non Profit Organisations Act No 
71 of 1997 (Mubangizi, 2004). Despite their weaknesses, NPOs educate, care for, support, 
protect and help many individuals and communities in South Africa. They are essential to the 
survival and protection of many people.  
 
Even though South Africa is still a third world country, with an extremely high income 
equality, external (international) donors are withdrawing their funding claiming South Africa 
has become a middle income country and should therefore look after itself (Mubangiza, 2004 
and Wagle, 1999). Since 2011, 80% of NPOs in South Africa have had a significant decrease 
in funding, which has resulted in roughly 64% of NPOs cutting their service delivery (Greater 
Good South Africa, 2012: para. 4). Funding cuts have not only come from international and 
individual donors, but also from the National Lottery and the corporate sectors (Greater Good 
South Africa, 2012). Estimates of 43% of NPOs have had to retrench staff members because 
of the lack of funding. Not only has there been a reduction in staff, but services and 
programmes are being cut as well (Greater Good South Africa, 2012: para. 4). 
 
The current research was born from a great concern for the survival of NPOs. In order to 
ensure the security and continued existence of NPOs one needs to understand the challenges 
or factors contributing to their demise. The study chose to focus on the financial aspects of 
NPOs because the financial wellbeing is linked to their survival and provision of services.  
Without income NPOs cannot provide a service or pay staff their salaries, and without a 
service or staff the NPO can no longer exist. Therefore by studying the financial wellbeing of 
NPOs the research is able to identify clear and specific problems areas contributing to 
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financial insecurity within NPOs. The research began with three aims which directed and 
focused the research.  
 
2.2 Research Aims and Objectives  
In order to describe the challenges that contribute to the vulnerability of NPOs, the researcher 
aimed to discover the level of financial wellbeing within NPOs within the Western Cape. 
Financial sustainability in and of itself, is an extensive issue, therefore the researcher focused 
the research to examine three key aspects of financial wellbeing: financial reporting, survival 
period of NPOs when funding stops and the sources of income for NPOs. These three aspects 
were converted to the three main aims of the research. Firstly, the research aimed to 
determine the condition of financial reporting of NPOs within the Western Cape. Secondly it 
set out to understand the financial wellness and sustainability of NPOs, by analysing their 
period of survival if funding decreased or ceased entirely. Lastly the research aimed to 
describe the sources of income amongst NPOs in the Western Cape, with the intention of 
identifying and increasing income generation within NPOs.  
 
2.2.1 Research Questions 
Once the three main aims were established, three research questions and objectives were 
created to guide the research in actualising the aims. The first research question was:  
 What is the condition (accuracy and consistency) of financial reporting within NPOs 
in the Western Cape? 
The condition of financial reporting speaks to how effective the annual financial statements 
communicate to the reader their financial position or wellbeing. The annual financial 
statement provides an insight into what the NPO has achieved and what is planned for the 
near future. By looking at the condition of financial reporting, the skill and knowledge 
surrounding financial management could be examined. The second research question was:  
 How long would NPOs continue to function if their funding stopped? 
The research aimed to describe the actual period in which NPOs would continue to operate 
after their funding had stopped. The length and period of survival reflects the financial 
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security and sustainability of NPOs. In order to discover the period of survival the research 
used financial ratios and trend analysis. The final research question was:  
 What are the sources of income for NPOs? 
The research aimed to discover the sources of income so that the main financial supporters of 
NPOS could be identified. More so, the sources of income would provide insight into 
whether funding bodies within South Africa were involved in funding NPOs. By discussing 
the sources of income the research further hopes to identify areas for increased funding for 
NPOs. 
 
2.2.2 Research Objectives 
Once the research questions were established, research objectives were set. Below are the 
three research objectives and a brief explanation of how they were achieved. The first 
research objective was: 
 To evaluate, the condition of financial reporting within NPOs in the Western Cape. 
The evaluation of financial reporting would be done working with and examining 600 annual 
financial statements within the Western Cape. The evaluation was based on how clear and 
easy the annual financial statements were to read. Therefore evaluating how effective and 
clear the financial information was on the annual financial statements. The second research 
objective was:  
 To determine how long NPOs continue to function if their funding stopped. 
Financial ratios and a trend analysis were used to determine how long NPOs would continue 
to survive. In order to perform a trend analysis, financial information of more than one year 
had to be collected from annual financial statements. The third research objective was:  
 To investigate the different sources of income for NPOs. 
The investigation of sources would involve physically checking on the annual financial 
statements the reported source of income. However in order to describe how much money 
was received from a source in relation to total income, financial ratios and percentages would 
also be used.  
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Throughout the dissertation terms that are relevant to financial sustainability and the aims of 
the research are used. The following section of the chapter provides clarification of these 
terms.  
 
2.3 Clarification of Terms and Concepts  
 2.3.1 Field of Service 
When the term ‘field of service’ is used, it refers to the unique field of service that a NPO 
functions. NPOs generally have specific functions or services that they provide. The 300 
NPOs are divided into eighteen different fields of service. The eighteen fields are for 
example, Family Services or Elderly. The following chapter describes in detail the eighteen 
fields of service, as well as how many NPOs are in each field of service. Within the 
dissertation often the word ‘field’ is used on its own, but it is referring to the field of service 
of the NPO.  
 
2.3.2 Non Profit Organisation (NPO) 
According to Chapter 1 (Section 1) of the NonProfit Organisations Act, 1997 (Nonprofit Act, 
No. 71 of 1997, 1995:chap 1) a NPO is defined as: “...a trust, company or other association of 
persons”. The uniqueness of NPOs however is that they are created for a public purpose and 
the income or property of NPO is not distributed to its members, therefore it is not run to 
make a profit (Nonprofit Act, No. 71 of 1997, 1995:chap 1). NPOs are also referred to as 
Nongovernmental Organisation (NGO), Community Based Organisations (CBOs) and Civil 
Society Organisations (CSOs), but within this dissertation the public benefit associations of 
people will be referred to as NPOs.  
 
2.3.3 Financial reporting 
Financial reporting refers to the actual document that the NPO creates, that contains the 
numerical information describing the financial performance of the NPO. NPOs create a 
document each year (annual) to describe the financial position or wellbeing of the NPO. 
These documents include two sets of financial information per annual statement. The 
document provides the financial information of the current and previous year. The 
dissertation has not only used the financial reports of 300 NPOs, but has assessed the quality 
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of the actual reporting. The two most valuable sections of the financial report used in this 
study, were the Balance Sheet and the Income and Expenditure Statement.  
 
2.3.3.1 Balance Sheet 
The balance sheet is found within the financial reporting. It is a summarised financial 
statement that reflects the NPO’s assets, liabilities and equity on a specific date. The balance 
sheet provides information regarding what the NPO owns and may owe to others. The 
balance sheet should be created using the accounting formula: assets = liabilities + equity. 
The balance sheet usually begins with the NPOs assets, then the NPOs liabilities and equity. 
If the balance sheet is recorded correctly then the assets equal the liabilities plus the equity 




An asset is a thing of value, usually an item of property that is owned by the NPO, because 
the item is valuable it can be converted into cash by the NPO. Assets can either be current or 
non-current. Current assets are items of value that can be converted into cash within twelve 
months from the date of the balance sheet (within one year). Therefore they are usually items 
that NPOs can use to fund projects or programmes. Non-current assets are items of value that 
cannot be converted into cash until twelve months have passed.  Therefore they are not 
currently useful, in that they cannot be used in the short term to fund projects or programmes.  
  
2.3.3.1.2 Liabilities 
Liabilities are mostly known as an obligation a NPO has to another company or person. 
Therefore an amount of money that needs to be paid by the NPO to an outside company or 
person. Liabilities, like assets can either be current or non-current. Current liabilities are 
amounts that need to be paid within twelve months of the date on the balance sheet (one 
year). Non-current liabilities may also be labelled long-term liabilities which are amounts that 
need to be paid by the NPO, but not within twelve months of the date on the balance sheet. 
Therefore non-current liabilities are amounts that NPOs owe, but only need to actually pay in 
the following year.  
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2.3.3.1.3 Equity  
Equity usually refers to the owner’s contribution to the organisation. It can also refer to any 
additional shares purchased by the owners of the organisation in that NPO. Equity within the 
NPO also refers to the accumulated profit or loss that the organisation earns over the previous 
and current years.   
 
2.3.3.2 Income and Expenditure Statement 
The income and expenditure statement is also found within the financial reporting, but is a 
separate statement to the balance sheet. The income statement can also be referred to as the 
profit and loss statement. The income statement is a summary of what the NPO receives in 
revenue as well as expenses incurred. Therefore the income statement summarizes the 
income (earnings or revenue) and expenses of a NPO for a specific period (usually one year). 
The expenses of the NPO refer to both the operating costs of the NPO and the costs of the 
programmes and projects it provides. Operating costs are for example, salaries, telephone 
bills and rent, while costs of programmes may include things like advertising, hiring of 
chairs, and tables and guest speakers. The income statement usually provides the overall 
profit or loss of the organisation, in that the expenses are subtracted from the income to arrive 
at a value. If that value is positive it is may be referred to as a profit, but if that value is 
negative it may be referred to as a loss. It is important to note that the term profit is used 
lightly in NPO, because the profit or left over cash, is recycled back into the NPO so that the 
public benefits from the surplus income from the previous year. 
 
There are two ways of recording income and expenses, the cash basis and the accrual basis.   
 
2.3.3.3 Cash Basis of Accounting 
In this method all income and expenditure occurs upon receipt or payment. This means that 
income is only reflected when the actual cash is received or when the expenses have been 
paid. Therefore the organisation only records the income or expenditure when the 
organisation physically receives or gives money.  
 
2.3.3.4 Accrual Basis of Accounting  
This method considers that income and expenditure occur when the service is rendered (given 
or delivered) and purchases have been made. The accrual basis of accounting records income 
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and expenditure when the action occurs (buying or selling) even if cash has not changed 
hands. Therefore the organisation records income or expenditure when the service is given or 
received rather than the cash. 
 
2.3.4 Financial sustainability 
Financial sustainability refers specifically to the financial wellbeing of NPOs. It talks to a 
NPOs ability to maintain a reliable and continuous flow of income to cover their costs so that 
they may continue to operate in the years to come. One of the techniques the researcher used 
to assess the financial sustainability was by using a trend analysis and financial ratios. 
  
2.3.4.1 Trend Analysis 
A trend analysis is an analysis tool that uses past information about an organisation to 
determine trends or the direction of that particular organisation. A trend analysis can be used 
on a singular organisation or for an entire sector or market. For the purpose of this 
dissertation, a trend analysis was used to determine and understand the trends or direction of 
the financial wellbeing of NPOs. The information gathered, was past (historic) financial 
information from the annual financial statements of 300 NPOs and then analysed to describe 
the potential survival and current security of NPOs within the Western Cape.  The survival 
and security of the NPOs was derived through the use of the trend analysis, as well as the use 
of financial ratios.  
 
2.3.4.2 Financial Ratios  
Financial ratios are performance formulas that when calculated indicate an organisations 
performance, situation, position or health. Most financial ratios are calculated by using 
financial information found within the annual financial statements of the organisation. The 
information captured from the NPOs annual financial statements were used and inserted in 
the financial ratios (formulas). The results of the ratios provided the information needed to 
analyse the financial trends amongst the NPOs. The financial ratios that were used in the 
dissertation were: the current ratio, solvency ratio, defensive interval and the saving indicator. 
 
2.3.4.2.1 Current Ratio 
This ratio consists of current assets and current liabilities. Assets are a resource from which 
an organisation expects future economic benefits (Insight, n.d.). Current assets are resources 




after tax net profit + depreciation
total liabilities
that can be converted into cash within 12 months (“Current Assets Definition | Investopedia,” 
n.d.). Liabilities are obligations an organisation owes to external organisations. Current 
liabilities are obligations or debts that need to be paid within 12 months (“Current Liability 
Basics - CFA Level 1 | Investopedia,” n.d.). The current ratio is represented as follows:  
 
. 
The current ratio is also known as the liquidity ratio because it measures an organisation’s 
ability to pay off short-term debt. The current ratio takes the organisation’s current assets and 
divides it by the organisation’s current liabilities. The figures are obtained from the balance 
sheet of the financial statements. A ratio under 1 suggests that an organisation would have 
difficulty or would not be able to pay their short-term debts. Therefore the higher the ratio the 
more likely an organisation is capable of honouring their obligations (“Current Ratio 
Definition | Investopedia,” n.d.). It is important to note that a low ratio does not mean an 
organisation will become bankrupt, but gives a picture of the organisation’s financial health 
(operating ability).  For that reason, although a ratio under 1 reflects financial weakness, the 
ratio on its own is not sufficient to evaluate the financial wellbeing of an organisation.  
 
2.3.4.2.2 Solvency Ratio 
The solvency ratio is net profit after tax, plus depreciation, divided by total liabilities (current 
and noncurrent). Net profit after tax refers to an organisation’s potential cash earnings (the 
amount left once all debt has been accounted for) (“Net Operating Profit After Tax (NOPAT) 
Definition | Investopedia,” n.d.). Depreciation is a systematic calculation, which subtracts an 
amount off each asset so that wear and tear of the assets are accounted for each year (Insight, 
n.d.). The solvency ratio is represented as follows:  
 
. 
The solvency ratio looks at an organisation’s capacity to meet long-term obligations. This is 
one of many ratios that can be used to measure the ability to pay off long-term debts. The 
ratio takes the after-tax net profit plus depreciation, divided by the total liabilities, to 
determine the likelihood of an organisation meeting its debt obligations. A ratio that is higher 
than 20% is seen as financially healthy, as the greater the number the more successful, while 
a percentage smaller than 20% is considered unhealthy, because it is increasing the chances 
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(cash + marketable securities +receivables)
average monthly expenses (total expenses/12)
(total revenue - total expenses)
total expenses
of an organisation defaulting on their debt obligations (“Solvency Ratio Definition | 
Investopedia,” n.d.).  
 
2.3.4.2.3 Defensive Interval  
The defensive interval is: cash, marketable securities and receivables added together, then 
divided by the average monthly expense. The total expenses are first divided by twelve, and 
the result is used in the ratio. Marketable securities refers to investments that are very liquid, 
and can therefore be converted into cash reasonably quickly (“Marketable Securities 
Definition | Investopedia,” n.d.). Receivables included all debts that are owed to an 
organisation (“Receivables Definition | Investopedia,” n.d.). The defensive interval is 
represented as follows: 
 
. 
The defensive interval looks at how many months an organisation could operate without any 
further funding. For NPOs the ratio takes the cash, marketable securities and receivables of 
the organisation and divides by the average monthly expenses. The ratio is considered a more 
accurate liquidity test because it compares the assets to liabilities rather than expenses 
(Holman, Ihrke, and Grasse, n.d.), (“Defensive Interval Ratio Definition | Investopedia,” 
n.d.). It is essential to compare the ratios with one another, because the defensive interval 
compared to the current ratio will show an organisation that may have great expenses with 
little debt, or vice versa.  
 
2.3.4.2.4 Savings Indicator  
The savings indicator is the total expenses subtracted from total revenue, then divided by 
total expenses. The savings indicator is represented as follows:  
 
. 
The savings indicator is a method used to explore whether an organisation is increasing or 
using up its net asset base. The savings indicator looks at whether an organisation is 
increasing or decreasing its capacity to add to its net assets. A result greater than 1 suggests 
an increase in savings (Holman et al., n.d.). Using up the asset base means that liabilities 
exceed your assets. This may be both a positive and negative indicator, depending on the 
circumstance. If an organisation is using debt to fund its programmes and pay staff, it is 






problematic. However, if an organisation has taken on debt to expand its assets in the future, 
this is a good investment despite the fact that the rewards may only be seen in two or three 
years. It is also important to note that it is often difficult to predict whether an expansion or 
more debt will result in a greater new asset base.  
 
2.3.4.2.5 Contributions and Grants Ratio 
Contributions and grants ratio takes grants added with contributions, and then divide them by 
the total revenue. Grants refer to government grants an organisation received. Contributions 
within the NPO sector refer to other sources of income apart from grants, such as 
sponsorships and donations. The contributions and grants ratio is represented as follows:  
 
. 
The contributions and grants ratio measures an organisation’s dependence on voluntary 
support (Mclean and Coffman, 2004). It looks at the composition of funds that is made up of 
contribution and grants. This ratio is useful to organisations because they are able to 
determine trends in the income, therefore aligning funding goals with trends in strategic 
planning (Holman et al., n.d.). Organisations with higher levels of dependence on grants and 
contributions are more vulnerable to current global changes. Those organisations that are 
highly dependent on external funds will struggle the most, and be the first to downscale or 
close down.  
 
2.3.4.2.6 Government Grants Ratio 
Government grants ratio is the total government grant divided by total revenue. The 
government grant is represented as follows: 
 
. 
The government grants ratio is similar to the contributions and grants ratio, but focuses on the 
proportion of funding that comes directly from government sources (Holman et al., n.d.). 
Therefore, like the contributions and grants ratio, it is an indicator of the trends of financial 
funding from government. Organisations may align their strategic goals with the revenue 
from government once financial trends are established.  
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2.3.5 Sources of Income 
The sources of income refers to ‘who’ NPOs receive income (money) from. NPOs receive 
income from a variety of organisations and the source of income refers to those different 
organisations. The main sources of income indentified in this study was, government grants, 
fundraising and donations. It is important to note that in the annual financial statements the 
total income was often referred to as total revenue.  
 
2.4 Conclusion  
This chapter provided insight into the intent of the research. The financial struggles of NPOs 
are a major contributing factor to the downscaling and closure of NPOs. The decrease in the 
number NPOs is worrying because NPOs play a vital role in society. NPOs provide valuable 
assistance to many (vulnerable) individuals, families and communities. The financial 
struggles of NPOs leads the researcher to ponder the financial sustainability of NPOs. The 
researcher aimed to understand the financial sustainability and security of NPOs by looking 
at three specific financial aspects of NPOs; their financial reporting, how long they would 
survive if funding stopped and who was financially supporting NPOs. These three aspects are 
the aims of the research, and were therefore converted into research questions and objectives. 
The chapter ended by clarifying terms and concepts that are used throughout the dissertation. 
The following chapter, Chapter 3 Methodology and Design, explores how the research was 
conducted. Chapter 3 describes the research method, content analyse, and the steps taken to 
analysis the content. The chapter will present the research population and the sampling, the 
instrument used to collect the data as well as analysis of the data will be discussed, followed 
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Chapter 3 Methodology and Design  
3.1 Research Methodology 
The nature of the research was explorative and descriptive. The research was explorative in 
that it aimed to explore the financial wellbeing of NPOs within the Western Cape. An 
explorative approach is usually used with relatively new areas or subjects of interest (Babbie, 
Vorster and Payze, 2001). The analysis of NPO’s financial wellbeing is relatively new, 
because research into NPO’s financial sustainability is not extensive and only in recent years 
has the financial sustainability of NPOs become the centre of attention.   Explorative research 
usually provides insight and understanding into a specific topic (Babbie, Vorster and Payze, 
2001). Through the three aims and objectives, the research has provided insight and 
understanding regarding NPO’s financial wellbeing. The research explored the condition of 
financial reporting, financial sustainability and the different sources of income among NPOs. 
The exploration of these three aims also allowed the researcher to describe three aspects of 
NPO’s financial wellbeing (financial reporting, financial sustainability and sources of 
income). A descriptive study aims to describe, explain and illustrate a situation, event, 
condition or position of a specific topic of interest (Babbie, Vorster and Payze, 2001).  This 
research aimed to do exactly that: explain and illustrate the condition of financial wellbeing 
among NPOs in the Western Cape. The condition of financial wellbeing was described 
through looking at the consistency and accuracy of financial reporting, the financial 
sustainability of NPOs, and the sources of income within NPOs.   
 
The researcher used finalised financial statements from NPOs across the Western Cape. 
Finalised financial statements are annual financial reports, compiled by NPOs, which are 
submitted to national government. These submissions are governed by the NonProfit 
Organisations Act, 1997 (Nonprofit Organisations Act, No. 71 of 1997, 1995:chap 3).  These 
financial statements are created by the organisations to communicate to those interested the 
financial state and aim of the organisation. The researcher had no control or impact on the 
formulation of these documents, and therefore only used them as a source of information. 
This form of research is known as content analysis. Content analysis is mainly used when 
analysing any form of communication that exits (Babbie, Vorster and Payze, 2001).  The 
financial statements were not created for research or with the intent to be compared 
provincially for study. The original purpose of financial statements is to communicate to 
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funders, interested parties and legal authorities the financial state of the organisation. 
Therefore the financial statements are a form of communicating financial information to 
interested individuals.  For that reason the researcher classifies this research as a content 
analysis. By analysing the content of the financial statements the researcher was able to 
evaluate the quality and effectiveness of the financial communication of NPOs in the Western 
Cape.  
 
3.2 Research Data Collection, Population and Analysis 
This section will describe the researcher’s process of collecting data to the final population 
and the method of analysis.  
 
3.2.1 Data Collection and Population Profile 
The research conducted was a time consuming process, with the majority of the time spent 
finding and gathering the information needed. The researcher spent the first seven months of 
2014 (January to July) sourcing and collecting the necessary data for the research. The rest of 
2014 was dedicated to the analysis of the collected data.  
 
The National Department of Social Development (of South Africa) has an online NPO 
register. It is here that the public can access the financial documents of registered NPOs. The 
website can be found at: www.npo.gov.za. This site was the source for gathering the financial 
information used in the research. This website allowed the researcher to filter NPOs by 
Province as well as registration; therefore was able to see the population of registered NPOs 
within the Western Cape. According to that website, there were 13,669 registered NPOs in 
the Western Cape (January, 2014). The actual data used in the research was collected from 
the Annual Financial Statements of 300 registered Non Profit Organisations throughout the 
Western Cape, available on this website. When selecting respondents the researcher used 
Systematic Probability Sampling. Systematic Probability Sampling is when all members in 
the research population stand an equal chance to be included in the research sample. More so, 
systematic sampling refers to a list of members where by every nth member is chosen 
(Babbie et al, 2001). The sampling was systematic because from the total 13,669 registered 
NPOs, each NPO stood the chance of being selected. NPOs were classified as unusable for 
the study if they did not have three consecutive years of annual statements for the period 
2011 to 2013. Many of the NPOs on the website did not have three uploaded annual financial 
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statements. An issue of concern was how few NPOs in relation to the 13,669 had only two 
consecutive annual financial statements. Due to lack of uploaded consecutive annual 
statements the researcher resorted to use NPOs that had two consecutive annual financial 
statements. The researcher went through the list and chose every tenth organisation to be 
used. Many of the organisations checked were not able to be used, because they did not have 
two submitted annual financial statements. When the following tenth organisation was 
unusable the researcher checked the 11th, 12th, 13th organisation (and so on) until a usable 
NPO was found. Once a usable NPO was found the researcher checked the next 10th 
organisation. This process was used until a sample of 300 NPOs with two consecutive annual 
financial statements were collected.  
 
The majority of financial statements include the current year’s financial information, as well 
as the previous year’s financial information. The previous year is given as a comparison, so 
that the reader is able to compare and evaluate the current year against past performance.  
Due to this format, the researcher was able to draw three years worth of financial information 
from only two financial statements. Therefore, the financial statements for 2013 and 2012 
were used, but the two financial statements gave financial information for the years: 2013, 
2012 and 2011. Once 300 organisations were found that had both financial statements for 
2013 and 2012, the researcher manually captured the information with the use of Microsoft 
Excel for the years: 2013, 2012 and 2011, thus giving the researcher 300 NPOs, with 600 
annual financial statements that consisted of 900 financial year’s worth of information to 
evaluate.  
 
The 300 organisations selected provide a variety of services. These organisations are 
classified by different fields of service which are determined by the South African 
Government. The 300 NPOs within the study fell into 18 fields of service. The 18 fields of 
service used in the study are the same as the fields classified by the South African 
Government. The following list represents the final research population, categorised by the 
18 fields of service and the number of NPOs that were in each specific field.  
These 18 fields of service are: 
 Handicapped (25 NPOs within this field); 
 Health (24 NPOs within this field); 
 Culture and Recreation (27 NPOs within this field); 
 Elderly (17 NPOs within this field); 
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 Development and Housing (60 NPOs within this field); 
 Child Welfare, Child Services and Day Care (34 NPOs within this field); 
 Education and Research (23 NPOs within this field); 
 Religion (26 NPOs within this field); 
 Youth Services and Welfare (9 NPOs within this field); 
 Philanthropic Intermediaries and Voluntarism Promotion (11 NPOs within this field); 
 Emergency and Relief (1 NPOs within this field); 
 Business and Professional Association (2 NPOs within this field); 
 Environment (7 NPOs within this field); 
 Income and Support and Maintenance (2 NPOs within this field); 
 Self-Help and Other Personal Services (6 NPOs within this field); 
 Animal Protection (10 NPOs within this field); 
 Law, Advocacy and Politics (9 NPOs within this field); and 
 Family Services (7 NPOs within this field). 
 
3.2.2 Data Capturing, Instrument, Validation and Data Analysis 
The main instrument used to capture and analyse the information was a formula sheet or 
template created by the researcher. The template was created with the assistance of a 
Chartered Accountant from PricewaterhouseCoopers. The template (formula sheet) included 
eight ratios in total. The first four ratios (the current ratio, solvency ratio, savings indicator 
and the defensive interval) were used to analyse the financial sustainability of NPOs, while 
the further four ratios (government grants, fundraising, donations and other revenue) were 
used to analyse the sources of income. Microsoft Excel was used to create the research 
instrument (template). Microsoft Excel is a Windows programme especially designed to work 
with numbers, whereby the user can create specific formulas. Microsoft Excel’s ability to 
utilise formulas, organise and translate numerical data into graphs was the main reason it was 
used. The programme best suited the needs of the researcher and with the use of Microsoft 
Excel, the researcher captured and organised the financial information gained from the 300 
organisation’s annual financial statements. With the use of Microsoft Excel, the researcher 
made a template (formula sheet), which had within it the formulas to analyse the inputted 
figures (information) from the collected and captured annual financial statements.  
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Appendix A displays the captured financial information of the 300 NPOs. The appendix 
presents how the researcher gathered and captured all the financial information, followed by 
the ratio calculation used for the research analysis. The researcher began by organising the 
NPOs into their 18 fields of service, and then captured the relevant financial information 
according (assets, liabilities, equity, total revenue ect.). The captured financial information 
was then used in the various ratios. Appendix A can be found on page 91. 
 
Microsoft Excel was useful as an analysis tool because the software allows for many different 
means of comparing and organising the data. This enables the researcher to gain the most 
significant analysis from the actual information captured. Since the data capturing was being 
done manually, there needed to be a validation process. Controls were created by the 
researcher to minimise human error. Within the Microsoft Excel worksheet, formulas were 
inserted as checks for the researcher. The formulas calculated totals, but also showed whether 
the inputted figures from the balance sheet were captured correctly. If figures were inputted 
incorrectly the balance would not be ‘0’ according to the checked formula, which would 
indicate to the researcher that the figures needed to be verified. However, it must be noted 
that at times the balance was not ‘0’, but this was not an inputted data error, but rather a data 
source error. In that the information on the balance sheet of the annual financial statements 
did not balance. This will be discussed in further in the challenges and limitations section of 
the Chapter.  
 
Once all the information was captured formulas were created to convert the figures into 
ratios. With the data captured the researcher was also able to compare information from one 
organisation against another. It should be noted that the analysis was constrained due to poor 
financial reporting of the NPO’s annual statements. The financial reports lacked clarification 
and classification, which was specifically true when analysing the NPOs sources of income. 
Chapter four of the dissertation will talk more extensively and show this finding in detail. 
However this finding did limit the analysis of the research.  
 
3.3 Ethical Consideration 
Ethics was introduced to research as a form of accountability to researchers. It ensures that 
scientists and researchers conduct research that is not harmful to any part of society (Babbie 
et al, 2001). There are three guiding principles to ensure research is ethically responsible. The 
21 | P a g e  
 
first principle is that research should not be a secret, the second is that results must be open to 
the public and the last principle is that any agreements made with sponsors are accepted by an 
ethics committee (Babbie et al, 2001).  The financial statements of registered NPOs are 
available to the public, and can therefore be accessed without informed consent from the 
individual organisations. However, to ensure ethical standards were followed, the researcher 
telephonically and via email, informed the national and provincial Departments of Social 
Development as well as national and provincial Government that the website was used for the 
research. The researcher also informed the mentioned parties why the research was being 
conducted. Therefore no part of this research was done in secret. The dissertation, as well as 
the analysis and findings of the research are available to the public. More so, the nature of the 
research was not of a personal nature and did not use the input of any person. Lastly, the 
research had no external controls or constraints from sponsors.  
 
3.4 Challenges and Limitations 
The research process presented many challenges, starting with the shortage of relevant data. 
During the data collection process, it was found that the majority of NPOs had not submitted 
three or more consecutive years of annual statements. This not only restricted the pool of 
organisations to study, but it restricted the trend analysis to only three years.  
 
Another challenge encountered within the data collection phase was the inconsistency of 
recorded financial information. The inconsistency refers to the actual write up and format of 
the annual financial statements as well as the clarification of income and expenditure. 
Therefore the manner in which the organisations recorded and classified their information 
was not according to accepted accounting practises. This proved limiting because the 
researcher was unable to ensure that all figures chosen for use within the study were 
calculated in the same way by all the organisations. More so the researcher could not always 
determine the sources of income for many NPOs. The limitation of not knowing the source of 
income resulted in a poor analysis of evaluating from whom NPOs received funding.  
 
Financial reporting amongst the organisations was also poor. Many organisations had to be 
excluded from the study because their information on the Balance Sheet did not balance or 
parts of the financial information were not included, such as income statements. Another 
22 | P a g e  
 
limitation was the fact there was no continuity when it came to the method of accounting. 
Both the accrual and cash basis of accounting was used by the different organisations.  
 
An important limitation to note within the dissertation is survivorship bias. Survivorship bias 
is bias that often occurs within research, because it examines what has or is surviving. This 
concept is important in this study because the researcher assessed the financial welling of 
NPOs within the Western Cape. However the research can only describe the financial 
wellbeing of NPOs that have survived or have been operating. The research has no way of 
evaluating the NPOs that have not survived. Furthermore the research could not examine the 
condition of financial reporting of NPOs that no longer exist. Therefore there is a 
survivorship bias because the study has only examined the NPOs that are in existence.   
 
Another limitation of the research was that there were errors within the annual financial 
statements. When figures should balance (in the balance sheet) they did not. When this 
happened the researcher consulted a Chartered Accountant to explain the error in order to 
receive accurate advice on how to proceed. The information was still used, but it created a 
limitation because the validity of the financial information on those annual financial 
statements was compromised.  
 
The final challenge faced during the data collection and analysis was that certain 
organisation’s financial information did not correlate on the different annual statements. As 
mentioned before, annual statements include the current year’s information as well as the 
previous year’s information. Therefore the 2012 information found on the 2013 financial 
statement was not always the same as the 2012 information on the 2012 financial statements. 
The reason for the inconsistency was either due to a change in accounting policies or errors 
on either financial statement. This challenge is discussed in more depth in Chapter 4.  
 
3.5 Conclusion  
The Chapter described the lengthy data collection process of finding 300 NPOs through 
probability sampling. The NPOs that were used for the study had two consecutive annual 
statements for the years 2013 and 2012. The final research population was then captured and 
organised using Excel. With the use of Excel all the relevant financial information of the 300 
NPOs was captured and organised so that analysis could be performed. Before the analysis 
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took place, the researcher ensured the information was correct by creating checking points in 
the Excel worksheet as a data validation tool. A formula sheet (template) created in Microsoft 
Excel was the research instrument and allowed the researcher to create the formulas of the 
financial ratios which calculated the financial ratios. The chapter also spoke to the ethical 
considerations of the research and finally the different challenges and limitations of the 
research, with the greatest limitation being the poor financial reporting of the NPOs. The 
following chapter, chapter 4 Literature Review, explores relevant literature for the conducted 
research. The chapter begins by talking to the legislation and tax exemptions concerning 
NPOs. The chapter then focuses on financial sustainability and the different sources of 
income relating to NPOs in South Africa. The discussion of financial sustainability also talks 
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Chapter 4 Literature Review 
4.1 Relevant Legislation and Governance Issues surrounding NPOs 
4.1.1 Non Profit Organisations Act 71 of 1997 
In South Africa, the body mainly responsible for the social development of the country is the 
government. However they alone are unable to address all the social challenges in the 
country. Independent and often voluntary organisations were established to assist in the 
development of South Africa. These organisations are known as Non Profit Organisations. In 
South Africa there are many NPOs across the country’s nine provinces. The exact number is 
unknown, but estimates are made that suggest there are as many as 150,000 organisations 
throughout the country. Of the 150,000, approximately 85,000 are registered with the 
Directorate in the Department of Social Development (Rosenthal, 2012).  A NPO, as defined 
by South African law, is a company, trust or association of people that was established for a 
public purpose, and whose income and property is not distributed amongst its members, 
except for reasonable compensation (Nonprofit Organisations Act, No. 71 of 1997, 1995:chap 
1). Chapter 3 of the Nonprofit Organisations Act, 1997 describes the registration process and 
requirements for NPOs. It is within this document that the necessary legal requirements for 
NPOs are stated. Chapter 3 talks briefly to the necessary accounting reports NPOs have to 
compile. NPOs have to record their income, expenditure, assets and liabilities (Nonprofit 
Organisations Act, No. 71 of 1997, 1997:chap 3). Each year a NPO must draw up a statement 
of income and expenditure and balance sheet for their past financial year. These reports then 
have to be evaluated by an accounting officer or auditing firm. All the financial information 
is given to the State for accountability. The chapter also mentions that the public have the 
right to access these documents, therefore they have to be available in the public domain 
(Nonprofit Organisations Act, No. 71 of 1997, 1997:chap 3).  Registration of an NPO can be 
cancelled if they fail to adhere to these regulations of the Act (NonProfit Organisations Act, 
No. 71 of 1997, 1997). 
 
4.1.2 Income Tax Act. No. 58 of 1962  
The South African government has realised that there are organisations that are dependent on 
donations and sponsorships for survival (NPOs). Incentives were created to encourage ‘for-
profit’ organisations to increase their funding or begin funding NPOs. The incentives are tax 
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deductions (South African Revenue Service (SARS), 2007). This preferential tax treatment 
was designed to support NPOs, but is not an automatic advantage. Corporate companies that 
donate or fund NPOs are able to receive tax deductions because of their financial 
contributions. However, in order for corporate companies to receive this benefit, the NPO 
they are funding, has to be registered as a Public Benefit Organisation (PBO) (SARS, 2007). 
Therefore NPOs that register as a PBO are able to attract funders by providing them with tax 
incentives (being tax deductions). NPOs also benefit when they register as a PBO. NPOs are 
not exempted from income tax, donations tax or other fiscal levies. However registered 
Public Benefit Organisations (PBOs) are exempt. NPOs have to register with SARS (South 
Africa Revenue Services, 2007) if they want to become a PBO and therefore receive tax 
exemptions. Consequently NPOs are moving towards ensuring that alongside their NPO 
registration, they are registering as a PBO as well. 
 
The requirements and conditions for applying for PBO status is set out in Section 30 of the 
Income Tax Act No 58 of 1962.The application and approval process is done by the Tax 
Exemption Unit (TEU). Once an organisation has been approved as a PBO they receive a 
unique reference number and they receive the advantage of being able to spend public funds 
(for the benefit of the public), tax free.  All organisations with PBO status have to comply 
with the Income Tax Act, which requires these organisations to submit annual income tax 
returns; which enables  monitoring and ensures the organisation operates within the 
prescribed limits (SARS, 2007).  
 
Companies within the private sector (for-profit sector) are able to apply for tax deductions if 
or when they make donations (in cash or property) to a registered PBO (SARS, 2007). The 
amount or portion of donation that is eligible for tax deduction is limited. The companies 
within the private sector that have been approved for exemption by the TEU have to submit 
annual income tax returns so that they too can be held accountable (SARS, 2007). It is 
important to note that the TEU is a specialized office within SARS. They deal specifically 
with applications by NPOs for PBO status. This office also works to prevent any malpractice 
or abuse of the tax exemptions (SARS, 2007).  
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4.1.3 Governance  
Governance refers to a set of values or principles that guide the way organisations are 
managed. Governance may also act as a standard of practise or measurement of performance. 
Governance ensures that the decision-makers are held accountable for the actions and affairs 
of an organisation (Rosenthal, 2012). The Independent Code is a representation of values, 
principles and recommended practises for all NPOs across South Africa. The Code is not an 
official document, therefore is not enforced by law, but it encourages NPOs to adopt core 
principles for good governance (Rosenthal, 2012). Many NPOs within South Africa have 
joined the Independent Code to ensure their organisation upholds a set of core values. The 
values talk to shared values of non-discrimination, empowerment and democracy, as well as 
leadership and financial management (Rosenthal, 2012). It is important to note that when 
talking to governance within the NPO sector, one must remember the diversity of the sector 
which makes it difficult to provide a blanket set of rules that directly apply to all 
organisations.  
 
The bodies that do have power of governance of NPOs within South Africa are mainly: the 
Department of Social Development, the management committees of local social service 
organisations, the South African Council for Social Service Professions and the national 
councils of particular social service organisations (Rankin and Engelbrecht, 2014: 19). These 
organisations may not have a direct function within NPOs, but they influence they way NPOs 
are managed. The major role player of governance is the Department of Social Development, 
whose power of governance stems from the NonProfit Organisations Act, 1997.  A set of 
codes were established from section 6 (1) (b) (I) of the Nonprofit Organisations Act, 1997 
which resulted in the Codes of Good Practice for South African NPOs (Rankin and 
Engelbrecht, 2014: 19). This code provides guidance in terms of leadership, management, 
fundraising and resource mobilisation (Rankin and Engelbrecht, 2014: 19). Within the NPO 
itself, those with governance power are the management committees or board of directors. 
The committee or board then has the responsibility to ensure that the NPO adheres to the 
standards set out within the NonProfit Organisations Act, 1997 (Rankin and Engelbrecht, 
2014: 19). 
 
The value of governance within the non profit sector has increased. More and more countries 
and organisations are acknowledging its necessity and purpose in the assistance for NPO 
functioning. In the United States of America the issue of governance has become part of the 
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legal and constitution practice of NPOs (Renz, 2007). This means that in order to register as a 
NPO, the organisation has to adhere to the governance legislation set out for NPOs. Some of 
these principles are that NPOs have to have a governing board, which provides organisations 
with strategic leadership. The governing board is responsible and accountable for the actions 
of an organisation. The governing board is held responsible and accountable to external 
authorities to ensure the success of NPOs, as well as their appropriateness in their service 
delivery (Renz, 2007). Governance is viewed as an integral part of the success of an NPO, 
not only in the decision-making process, but governance also encourages strategic leadership 
for best practice. Effective governance has become fundamental in the creation and 
development of sustainable, effective organisations (Renz, 2007). 
 
 
4.2 Funding within NPOs: Sources of Income 
Funding for NPOs in South Africa is regulated by the Policy on Financial Awards to Service 
Providers. Other policies and legislation relevant to funding for NPOs are: the Constitution of 
the Republic of South Africa (No. 108 of 1996); the NonProfit Organisations Act (No.71 of 
1997); the Public Finance Management Act (No. 1 of 1999); the National Development 
Agency Act (No. 107 of 1998); the Companies Act (No.71 of 2008); the Integrated Service 
Delivery Model for Social Welfare (2005); the Intergovernmental Framework Act (No. 13 of 
2005); the Municipal Finance Management Act (No. 45 of 2003); the Financial Intelligence 
Centre Act (No. 38 of 2001); the Social Service Professions Act (No. 110 of 1978);  and the 
National Lotteries Act (No. 57 of 1997) (Herbst, 2014).  
 
One of the greatest challenges faced by NPOs is the lack of funding. Funding within South 
Africa comes from multiple sources. NPOs can generate their own income (internal funding) 
or they can request funding from external entities. External funding would talk to funding 
from government, funding organisations (such as the National Lottery and Community Chest) 
and the private sector.  
 
4.2.1 Sources of Income for Non Profit Organisations 
When discussing the issue of lack of funding there are many aspects to consider; not only is it 
an internal issue, but it is an external one as well. 
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4.2.1.1 Internal Funding  
Internal funding refers to income generated by the organisation itself. Income generated by 
NPOs is mainly achieved through fundraising, in that the fundraising consists of the NPOs 
own efforts to attract funders. Internal funding, or self generating income, was found to be 
significantly low in South Africa (Swilling and Russell, 2002). Internal funding was only 
34% of the total revenue generated for NPOs (Swilling and Russell, 2002:37).  The study also 
showed that the fields within social services had the highest self generating income, 
following the social services field was development and housing (Swilling and Russell, 
2002). 
 
Recent research found that fundraising was reported as the greatest challenge within NPOs. 
Even more so, the research found that NPOs lacked experience and skills necessary for 
fundraising (Kilbey and Smit, 2014). The lack of experience was supported by a study done 
by Lotvonen (2005). Lotvonen’s (2005) found that NPOs had insufficient contact with 
potential sources of funding as well as not employing experienced fundraising staff.  More so, 
Smit (2005) saw that the majority of respondents felt that their fundraising efforts produced 
mediocre results, therefore not succeeding in their efforts to fundraise. The reason behind the 
poor fundraising may be linked to an inadequate knowledge and skill in creating business 
plans and financial planning strategies that are attractive to funders (Vetten and Khan, 2002). 
 
Research conducted by Gebreselassie-Hagos and Smit (2013:110) found that 74% of NPOs 
used fundraising as a source of income. Of the total fundraising, only 31% came from 
charged service fees (Gebreselassie-Hagos and Smit,2013:110). 
 
4.2.1.2 External Funding 
External funding refers to funding that is received from external or outside funders. These 
funders range from, individual donors, corporate sponsors, government grants to international 
funders. Internationally speaking, foreign donors have become increasingly scarce. The 
decrease in international funding may be linked to a variety of issues, ranging from the belief 
that South Africa should no longer be classified as a ‘developing country’, to apathy 
regarding social needs within the country (Mubangizi, 2004). In a study conducted by 
Lawrence in 2008 (Lawrence, 2008), it looked at the American grant-making activity, and 
found that America’s funding responsibilities were not drastically altered by the economic 
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down turn faced from 2007. However Lawrence’s (2008) study found that the amount of 
funds received was reduced. This research supports the decrease in international funding.  
 
When talking about funding it is also important to understand the competitive environment 
that exists domestically within South Africa. The majority of NPOs throughout South Africa 
are competing against one another when applying for funding from major national and 
provincial funding bodies (Mubangizi, 2004). The amount of money available to NPOs to 
claim from is small when considering how many NPOs need financial assistance. The 
competitive environment is supported by Lotvonen’s (2005) study which saw many reported 
challenges when competing for funding.  As mentioned earlier, a challenge with internal 
funding is lack of qualified employees and poor financial reporting. This issue arises again 
when looking at funding from corporate bodies (‘for-profit’ companies). The study done by 
Lotvonen (2005:77) found that 85% of NPOs surveyed in his study received donations from 
corporate companies. However corporate companies are often frustrated by the poor 
management skills found within the NPO sector (Njena and Smit, 2007).  
 
Not only are NPOs faced with the challenges of a lack of international funding, but, in 
addition, the South African government underfunds its social service sector (Hochfeld, 2010). 
A large number of the South African population struggles to survive. South Africa suffers 
with a high unemployment rate, a significant number of people living with HIV/AIDS and 
many vulnerable women and children. The need for social intervention is high and NPOs 
struggle to cope with the increasing number of people in need of their services. However, 
these organisations and the projects they run are severely underfunded by government bodies 
(Hochfeld, 2010). Earlier studies reported that 42% of NPO funding came from government 
grants, but more recent studies show that the percentage has decreased (Swilling and Russell, 
2002:34) and (Kilbey, 2010:30).  
 
4.2.1.2.1 Government Grants  
In South Africa many NPOs rely on grants from the South African Government. The 
requirements needed by NPOs to receive grants from the state have changed repeatedly over 
the past 20 years. In 1999 The Department of Welfare created the Financing Policy for 
Developmental Social Welfare Services. This was a specialised framework that dealt only 
with the financial assistance from the state to NPOs (Department of Welfare, 1997). The 
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policy was the implementation of the additional requirements for funding from the state. 
Funding from the state had predominantly been based on the number of social workers in an 
organisation, but this policy stated that funding would be dependent on the developmental 
and preventative programmes of the NPOs instead (Department of Welfare, 1997). This 
policy change was short lived mainly due to poor implementation. The Department of 
Welfare became known as the Department of Social Development and in 2004 the 
Department created the Policy on Financial Awards to Service Providers (Lotvonen, 2005 
and Smit 2005). The Policy on Financial Awards required that NPOs meet developmental 
transformation requirements in order to qualify for state grants (Lotvonen, 2005).  
 
A study conducted by Vetten and Khan (2002) found that government poorly advertised the 
funding available for NPOs. Furthermore, government had unclear information regarding the 
application process.  In other research 24% of respondents felt that government was the most 
challenging body to secure funding from (Smit, 2005:356-357). Research done by Adams 
(2006:60-62) saw that 85% of the organisations surveyed received funding from government. 
Thus was considerably higher when compared to other research.  
 
A study conducted by Swilling and Russell (Swilling and Russell, 2002: 34) found that 
government grants made up 42% of NPOs total income. It was also found that South Africa 
had one of the higher government percentage contributions. The comparison came from the 
John Hopkins comparative study which showed that the average government contribution in 
relation to total income was 39%. The highest contribution was found to be Western Europe 
with government income making up 50% of the total income received. Referring back to the 
42% in South Africa, it was discovered that the NPOs that received the most from 
government were those organisations that provided social services (Swilling and Russell, 
2002: 34). The fields that received a large amount of income from government sources were 
the field of Health and Development and Housing. A surprising observation was that the 
fields of Culture and Recreation did not receive much from government funding despite their 
large size as a field. Another study found that 43% of NPOs received funding from provincial 
government, and 13% of NPOs received funding from national government (Gebreselassie-
Hagos and Smit, 2013:110) 
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4.2.1.2.2National Lottery, Community Chest and National Development Agency  
The National Lottery (NL) and the National Develop Agency (NDA) are state related funding 
organisations. The (South African) National Lottery was established in terms of the Lotteries 
Act (1997), while the National Develop Agency was established in relation to the National 
Development Agency Act (1998). Both agencies have received criticism (Smit, 2014). These 
agencies were created to assist with the funding of NPOs. However studies have shown that 
NPOs do not feel adequately financially supported by these organisations. The study 
conducted by Smit (2005:357) found that only 23 out of the 231 NPOs received funding from 
the NDA.  Furthermore the study conducted by Smit (2005) found that the majority of the 
respondents felt that the funding criteria for the NDA were unclear. A study conducted by 
Adams (2006:60) showed that 10% of the respondents reported having receiving funding 
from the NDA. The research of Lotvonen’s (2005:77) had higher results, with 35% of the 
respondents receiving finding from the NDA, while the NL received much criticism. A study 
by Gebreselassie-Hagos and Smit found that in their study, 49% of their respondents received 
funding from the National Lottery (Gebreselassie-Hagos and Smit, 2013:110). Research was 
conducted which asked which funding bodies were the most difficult to secure funding from. 
It was found that 1% of respondents felt that the Community Chest was the most difficult, 
with 17% reporting that the National Lottery  was the most challenging (Smit, 2005:356-
357).  
 
4.2.1.2.3 Private Sector 
The private sector relates specifically to donations from profit driven companies and non-
governmental organisations. The study by Swilling and Russell (2002:36) saw that as a 
country the private sector donated nearly R3 billion to NPOs, which converts to 25% of 
NPO’s total revenue.   Although 25% was not an overwhelming contribution it was one of the 
highest private sector donations when compared against the rest of the 28 countries within the 
study. A closer evaluation of the private sector contribution saw that the fields: health, 
development and housing and education and research, were the most popular fields for 
private sector donations (Swilling and Russell, 2002). Although this is a significant source of 
funding research, the majority of NPOs reported that the securing of funds from the private 
sector was the most difficult, and that the private sector often chose to fund their own social 
projects, rather than fund NPOs. Research showed that 56% of NPOs saw the private sector 
as the most challenging sector to secure funding from (Smit, 2005:357). 
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4.3 Financial Sustainability  
Financial sustainability, as well as the discourse for the need for sustainability in the NPO 
sector has increased. Researchers, governments and organisations realise the growing 
turbulent context in which NPOs now function. Most of the existing research focuses on case 
studies of innovative NPOs that are overcoming their challenges and have adopted strategies 
and management structures that lead to sustainability (Weerawardena, McDonald, and Mort, 
2010). Financial sustainability refers to a state in which an organisation exits that has reliable 
and continuous income to sustain itself over an extended period of time. Financial 
sustainability can be referred to as a state in which an organisation has a reasonable 
expectation to cover its costs for the foreseeable future (Frontiers, 2008). Financial 
sustainability can be assessed by a NPOs income, solvency and liquidity. Organisational 
sustainability refers to an organisation’s ability to manage and secure sufficient resources that 
assists the organisation to meet its mission and vision. Therefore, organisation sustainability 
talks to an organisation’s capacity to maintain the provision of a beneficial service to its 
given community (Abt Association Inc, 1994).  
 
A study by Smit (2005:354) found that 68% of the respondents in his study felt that their 
organisation’s future was not secure. Furthermore, 75% of the organisation responded that 
their insecurity was a result of poor funding (Smit, 2005:354). Of his respondents, 89% of the 
organisations felt they were unable to improve their abilities as an organisation due to poor 
funding (Smit, 2005:354). Smit (2005:354) also found that 60% of the respondents felt that 
government funding had decreased over previous years. A study by Adams (2006:57) saw 
that 15% of her respondents would have to close down if there was an unexpected or sudden 
funding decrease. Another study found that a majority of organisations would have to 
retrench staff, discontinue services or reduce the number of people they assist, if government 
grants decreased or stopped (Lotvonen, 2005). More specifically, Lotvonen’s (2005:84-87) 
study found that 30% of the organisations would close down if government stopped funding. 
Further research also found that of the NPOs that actually had savings (as a form of financial 
security), only 37% had enough savings to financially sustain them for 1 to 6 months, while 
14% had enough savings to financially sustain them for 6 to 12 months. Of these organisation 
30% of NPOs responded that they had already begun using their savings to assist in their 
financial struggle, with 49% of respondents indicating that at the end of the financial year, 
they would be operating with a deficit (Gebreselassie-Hagos and Smit, 2013:103-115).  
33 | P a g e  
 
4.3.1 Measuring Financial Sustainability  
A NPO’s health (past, current or future) can be determined with the use of financial ratio 
analysis. Ratio analysis is the use of financial formulas (calculations) together with the 
figures received from the financial reporting, to analysis trends within an organisation. 
Financial ratios provide NPOs with a way of measuring or monitoring their financial health 
(Smit, 2014).  The financial ratio of most importance for the dissertation is the defensive 
interval. The defensive interval was chosen because it measures the length of time a NPO 
could or would survive if funding stopped. When measuring a NPOs length of survival there 
are some important aspects to consider, such as the purpose of the NPO. A NPO may be 
established to provide a specific service for a specific time period, and once the service has 
been provided the existence of the NPO may no longer be necessary (Smit, 2014). 
Furthermore, NPOs service those in need, therefore they are expected to spend the money on 
providing a service rather than save for extended periods. NPOs have to create a balance 
between ensuring they are providing adequate services while creating a financial ‘security 
blanket’. Coming back to the defensive interval, the number of days a NPO should survive 
without funding is difficult to determine, however 90 days has become a minimum accepted 
time frame for NPOs (Smit, 2014). Studies that have previously examined the length of time 
NPOs would survive without funding, found that 53% of NPOs could survive more than three 
months (Lotvonen, 2005:75). A study by Kilbey (2010:73) found that 57% of his study could 
not survive more than three months and that the average survival period was just short of five 
months. Another study saw that 61% of NPOs would stop operating within one month if no 
more funding was received, and that only 18% of NPOs could survive one to six months 
(Gebreselassie-Hagos and Smit, 2013:114).  
 
4.3.2 Liquidity and Solvency  
Liquidity refers to an organisation’s ability to convert an asset into cash in less than twelve 
months, therefore an organisation is able to obtain cash quickly, while solvency looks at an 
organisation’s ability to meet its long-term obligations. Therefore, in order for any 
organisation to prosper, it should strive to be liquid as well as solvent; thereby being able to 
meet all short and long-term debt. Liquidity is also understood as the financial flexibility of 
an organisation. Unfortunately, liquidity is often overlooked when analysing NPOs. New 
thinking regarding liquidity has begun to emerge, mainly regarding the necessity for liquidity 
management and liquidity targets (Zietlow, 1998). The target model talks to the value of 
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creating a liquidity target for NPOs. The target level of liquidity varies from organisation to 
organisation, but it is the responsibility of decision-makers to maintain or achieve the targets 
they establish. Liquidity management refers to an NPO’s ability to attain its mission or goals, 
therefore assessing an organisation’s ability to pay debts or meet financial obligations so that 
they can provide services or programmes (Zietlow, 1998).  The paying off of debt or meeting 
of financial obligations talks to an organisation’s survival. Liquidity management aims to 
reduce the risk of insolvency by increasing an organisations’ liquidity. The key components 
of liquidity management are: determining how much to invest in current assets, determining 
how much to allocate to current liabilities, effective management of those investments and 
careful monitoring and management of allocated money to liabilities (Zietlow, 1998). 
 
Liquidity management has become crucial in the Non-profit sector, because the sector itself 
can be volatile in that funding, grants and sponsorship are not guaranteed. The greatest 
challenge when discussing liquidity is determining the appropriate amount of liquidity for an 
organisation. To begin to make this determination one must start with the cash flow (Kathuria 
and Myers, 2013). The sources of cash inflow differs from organisation to organisation. It is 
crucial to have a sound understanding and clarity of the expected inflow and outflow of cash 
within an organisation. In order to gain effective clarity, an organisation must first identify 
their sources of cash inflow. Not only must organisations understand where their money is 
coming from, but they should constantly be considering new or alternative sources for cash 
inflow (it is important to note that when talking about cash inflow in NPOs, it is referring to 
donors, sponsors and fundraising). Furthermore, an organisation must accurately identify its 
areas of cash outflow. Areas of cash outflow may be fixed, but organisations need to 
understand that inflation as well as unexpected outflows are possible (cash outflows refer to 
expenses as well as liabilities) (Kathuria and Myers, 2013). 
 
4.4 Financial Reporting, Accounting and Management 
Financial reporting is the actual process of creating reports or documents, called statements, 
that communicate to the readers the financial status or condition of the NPO. Financial 
reporting is a management control in that it assists managers with monitoring financial 
activity (Smit, 2014). The statements that financial reporting creates, are most commonly 
known as the balance sheet, income and expenditure and the cash flow statements. The 
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statements provide a financial overview of the NPOs assets, liabilities as well as the flow of 
money in and out of the NPO (Smit, 2014).  
 
Financial accounting is used to inform decision-making. It is the analysis and understanding 
of financial concepts and reports. The analysis produces summary level statements that 
describe the financial status of an organisation. The summary level statements are outcomes 
of regulated and standardized formats of financial management. Therefore, financial 
accounting uses financial statements, equations and ratios to evaluate the financial standing 
of the organisation (Abt Association Inc, 1994). The financial statements that are explored in 
this dissertation are the income and expenditure and the balance sheet.  
 
NPOs are unique in that they manage resources that have been given to them (sponsors, 
donors and grants), while the private sector earns an income through selling goods and 
services and the State receive resources through taxation. The management of these resources 
can be referred to as financial management (Social Development, 2001). There is a growing 
awareness and need for financial management within the NPOs to be more efficiently 
developed and maintained. Creating more effective financial management involves:  
 Creating appropriate financial systems for an organisation and ensuring that qualified 
persons for those related roles are employed (Social Development, 2001);  
 Developing a manual of financial policies and procedures which would describe the 
presentation, distribution and timing of financial statements, budgeting procedures 
and financial controls (Social Development, 2001); and 
 Ensuring that financial statements and practices comply with the accepted South 
African accounting and auditing practices and working towards reducing the 
dependency on external funding sources (Social Development, 2001). 
 
These three bullets talk to the creation of a basic standard of financial reporting. This may 
result in a template or manual for all NPOs to use as a guide when drawing up their financial 
statements. Furthermore it talks to training NPO employees so that they have the necessary 
skills to write up financial statements. Finally it hopes that the financial management within 
NPOs begin to focus their efforts on internal funding or fundraising so that their dependence 
on external funding decreases. 
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According to the website by John Wiley & Sons (John Wiley & Sons Inc, 2001) the value of 
financial and accounting management is that it provides decision-makers with relatively 
reliable and relevant information when decision making occurs. Therefore decision-making 
and planning becomes an educated, goal orientated process. More so, it provides consistent 
and comparable information when drawing up budgets and understanding the trends or 
challenges faced in a particular market  (John Wiley & Sons Inc, 2001). Financial and 
management accounting provides relevant data which helps organisations make predictions 
for their future, as well provide donors or interested partners relevant feedback.  In order for 
organisations to gain relevant and reliable value from financial and accounting management, 
they need to be continuous with this process. Consistency and comparability enables 
decision-makers to identify similarities between other organisations, as well as better identify 
strengths and weaknesses within their own organisation (John Wiley & Sons Inc, 2001). 
 
4.5 Conclusion 
This chapter has discussed various relevant literatures applicable to the study. It has provided 
the reader with knowledge regarding the non profit sector in South Africa. This included 
legislation surrounding NPOs, as well as the different registration statuses available to NPOs. 
The chapter highlighted the challenge of funding, as well as the different sources of funding 
for NPOs. The chapter further explained financial and management accounting, the essence 
of the study, as well as provided the reader with the knowledge surrounding the issues of 
governance and sustainability. The following chapter, Chapter 5, presents the findings of the 
research. The three key findings were a result of the three aims of the research. The study 
found the condition of financial reporting is extremely poor, which in turn limited the results 
regarding the sources of income. Income received from government was low, with income 
received from Community Chest and National Lottery also proving to be inadequate, while 
income from the National Development Agency was nonexistent. In terms of how long NPOs 
could survive if funding stopped, it was found that nearly half the respondents could not last 
more than six months. The following chapter describes in detail the findings discovered and a 
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Child Welfare, Child Services and Day Care
Education and Research 
Religion
Youth Services and Welfare
Philanthropic Intermediaries and Voluntarism Promotion
Emergency and Relief
Business and Professional Association
Environment
Income Support and Maintenance
Self Help and Other Personal Services
Animal Protection
Law, Advocacy and Politics
Family Services
300 Organisations by Field of Service 
Chapter 5 Findings and Discussion 
5.1 Population Profile 
The sample of the research consisted of 300 registered NPOs across the Western Cape. The 
300 NPOs operate in 18 fields of service. The field with the greatest number of NPOs was the 
development and housing field, followed by the child welfare, child services and day care 
field. The field with the smallest number of NPOs was the emergency and relief field. Graph 
1 presents a breakdown of the 300 NPOs. It is visual representation of the number of 
organisations in each field of service.    
 
 
The field of service, Business and Professional Association, was an anomaly within this 
study. This field and its results was an outlier within the research.  This field’s irregularity 
should be noted, but will be highlighted when applicable.   
 
Graph 1: Breakdown of the 300 NPOs by Field of Service  
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The findings of the research follow the three aims of the research. The first major finding 
related to financial reporting. The following section provides examples and discusses the 
different shortfalls of the NPOs financial reporting. The second major set of findings presents 
the results of the financial ratios. The third major finding reflects on the different sources of 
income found from the analysis of the financial reporting. The greatest challenge and one of 
the findings was the inadequate financial reporting of the NPOs. The first section presents the 
findings of the poor financial reporting.  
  
5.2 Poor Financial Reporting 
During the data capturing process the researcher came across many financial statements that 
were inconsistent from year to year.  A financial statement presents a summary of an 
organisation’s financials for the current year, as well as the year preceding it. The current and 
previous financial year is given so that comparisons may be done with each financial 
statement drawn up each year. As stated before in the dissertation, two financial statements 
were used so that three year’s worth of financial figures could be used. However while 
collecting the 300 organisations, the researcher came across many NPOs that could not be 
used because the financial figures differed from year to year. The following sections highlight 
the two major findings when assessing the condition (accuracy) of the annual financial 
statements, being inconsistency and lack of clarity. The dissertation provides the relevant data 
of five NPOs that show the lack of consistency and clarity of the annual financial statements. 
Although the annual financial statements are open to the public, the researcher has chosen to 
exclude their identifying details to protect each NPO’s reputation.  
 
The researcher also found that when uploading annual financial statements onto the National 
Register, some NPOs loaded financial statements that had inconsistent registration numbers. 
This finding was not very common, however it is puzzling that NPOs are uploading annual 
financial statements for continuing years that do not have consistent registration numbers. 
This finding was not a focus of the research, but is relevant to note, because it also talks to a 
lack of management, accountability and financial reporting among NPOs.  
 
5.2.1 Inconsistent Financial Reporting 
Inconsistent financial reporting was one of the findings. It refers to the inconsistent method of 
financial reporting from year to year. The generally accepted accounting practise is that the 
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figures reported for a specific year should be the same on another annual financial statement. 
For instance, if the balance for 2012 on the 2012 annual statement is R500, then the 2012 
balance of the 2012 annual statement should also be R500. The consistency reflects that the 
NPO has used the same accounting principles or methods for financial recording from year to 















Figure 1: NPO One. Financial Statement for 2013: showing a balance of R324,709 for 2012 













Figure 1 and 2 presents the inconsistent financial reporting found from year to year. On the 
financial statement for the year 2013 the NPO’s 2012 total assets were R324,709, while on 
the financial statement for 2012 the total assets for 2012 were R352,865. Throughout the data 
collection process, the researcher found many NPO’s that showed inconsistency in their 
reporting as shown above. The researcher tried to find NPO’s that had financial statements 
that reflected the same financial reporting from year to year, however this was not always 
possible. This was due to the fact that so many of the financial statements had the 
inconsistency that is shown by the above two figures. When these inconsistencies were 
found, the researcher consulted a Charted Accountant to ensure that the statements could still 
be used. When questioned why the inconsistencies would occur he reported that it may be 
due to previous errors or a change in accounting policies. 
 
The inconsistency from year to year was not as profound a finding as the lack of 
classification and clarification within the financial statements.  
Figure 2: NPO One. Financial Statement for 2012: showing a balance of R352,865 for 2012 
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5.2.2 Lack of Clarification and Classification  
The second and most prevalent finding when assessing the condition of the financial 
reporting was the lack of clarity and classification of income on the income statement. The 
lack of clarification and classification refers mainly to the income statement of the annual 
financial statements. On the income statements the researcher found that source of revenue or 
income was poorly stated. Figures 3 to 6 (the following four figures) are an example of this 
finding. Each figure represents a different NPO. For each figure pay special attention to the 
breakdown of revenue (income). The first of the figures, Figure 3, indicates that the majority 
of revenue was received from donations, however there was no indication of who the donors 
were. Therefore the researcher could not determine if this particular NPO received income 






The next figure, Figure 4, is even more unclear. Figure 4 only indicates that revenue was 
received, no further classification or clarification is given to indicate the actual source. It 
Figure 3: NPO Two: Showing lack of clarification on Revenue on the Income Statement 
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should be noted however that Figure 4 also reflects cost of sales. This could mean that this 
specific NPO generates income from the sale of goods they produce. This setup is not 
unlikely and does occur, but the point of concern for Figure 4 is, that according to the 
statement of comprehensive income, other income was received, but the source of this 





The next figure, Figure 5 presents the fourth NPO that lacks classification. Although the NPO 
breaks income into donations, fundraising, grants, interest and subsidy received. The actual 
source of income cannot be determined because the income statement lacks the necessary 







Figure 4: NPO Three: Showing lack of Clarification and Classification on Income Statement 





The following and last figure, Figure 6 has revenue combined as one figure. Althought it is 
stated that revenue consists of donations, sponsorships and fundraising, the three sources are 
combined so that there is no clear indication of how much is received from each source. Due 
to the revenue being combined, there is no way of knowing the actual source of income. The 
lack of clarity and classificatoin means that the reader and the researcher does not know who 








Figure 5: NPO Four: Provides a Breakdown of Income, but still lacks the necessary Classification of Sources of 
Income 





The above four figures (Figures 3 to 6) are examples of the lack clarification. The lack of 
clarification or classification of the received income resulted in a limitation of not knowing 
where the money was coming from. Therefore the researcher could not accurately determine 
the sources of income. The income could not be classified as coming from the National 
Lottery, Community Chest, Government or the National Development Agency. The lack of 
clarification was a great limitation when analysing the sources of income further on in the 
chapter.  
 
The lack of consistency and clarification would confirm frustrations felt by funders that NPO 
financial reporting lacks professionalism and the adequate management skills (Njena and 
Smit, 2007).  The poor financial reporting may be linked to findings by Vetten and Kahn 
(2002) that found that NPO’s had inadequate knowledge and skills regarding the creation of 
business plans and financial planning.  
 
5.3 Financial Ratios  
Financial ratios are useful in analysing the financial information given on financial 
statements. It is important to note that within the analysis there were fields that when 
analysed provided results that were outside of the general results of the study. These fields 
Figure 6: NPO Five: Revenue Combined without any Breakdown, therefore no Source of Income can be Determined  
45 | P a g e  
 
Ratios 2013 2012 2011
Current Ratio 5,03 5,35 5,20
Solvency Ratio 0,09 0,05 1,05
Defensive Interval 8,54 8,73 9,12
Savings Indicator 0,15 0,08 0,49
Revenue From Grants as a % of Total Revenue 0,07 0,08 0,05
Revenue From Fund Raising as a % of Total Revenue 0,02 0,03 0,03
Revenue From Donations as a % of Total Revenue 0,13 0,11 0,09
Other Revenue as a % of Total Revenue 0,77 0,79 0,84
that had results outside of the general results are known as outliers. The outliers are given if 
they are excluded from the analysis. Their exclusion was necessary because they significantly 
distorted the results and ability to analyse the data.  
 
5.3.1 Findings per Ratio 
The first table, Table 1 presents the average total for each ratio. These total values are used as 
a benchmark when analysing the ratios per field of service. The ratios discussed in depth are: 
the current ratio, solvency ratio, savings indicator and defensive interval. The total ratios will 
be given at the beginning of the presentation of the respective ratios mentioned, followed by 
the ratios per field, then lastly the discussion. The table below and its values will be referred 
to continually throughout the presentation of findings of ratios.  At the start of each ratio, the 
total values are given, these values are from the below table. Each ratio begins with the 











The first four ratios that are in bold are the ratios of focus for this section. As mentioned 
earlier in the dissertation, an analysis was performed including a variety of different ratios, 
but after reviewing the results the researcher found the top four ratios to be the most relevant 
to the NPOs.  
 
5.3.1.1 Current Ratio  
It is important to note that if current liabilities are low, there does not need to be a large 
amount of current assets to distort the ratio (i.e. make the ratio abnormally high). The current 
ratio in total remained constant at around 5 for the full three year period. The results for the 
Table 1: Summary of Analysis Performed in Total 
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ratios are presented as total values, so that the average for each ratio per year could be 
determined and can be found on Table 1. The current ratio totals were: 
 2013: 5.03; 
 2012: 5.35; and 
 2011: 5.20. 
 
The generally accepted current ratio for profit driven companies is 1. Therefore the current 
ratio is high when compared to the private sector, but as an average, the value of 5 is accepted 
for the nonprofit sector for this study. The value 5 will be used as a benchmark when 
discussing the current ratio per field of service. Since the ratios performed with the totals 
provide an average, this average was used as a measuring tool. As a result the researcher 
conducted a more detailed analysis with the average in mind. The researcher wanted to 
ascertain whether the ratios per field of service were greater or lower than the average (being 
5).  
 
When analysing the current ratio per field the researcher found that the fields, Business and 
Professional Association and Environment fell far outside of the general results. 
 Business and Professional Association: 2013: 6.34; 
2012: 4123.24 ; and 
2011: 425.76. 
It is important to note here that the field of Business and Professional Association was an 
anomaly, the results from the field were often significantly outside the general results and 
therefore often skewed the results. 
 Environment:   2013: 29.80; 
2012: 90.59 ; and 
2011: 177.05. 
 
The above two fields were excluded from further analysis as their results impacted the 
findings too significantly. Their results were an abnormality in relation to the rest of the 
findings, therefore were not used.  
 
The following analysis looked at the current ratio per field of service. The current ratio for 
each year (2011 to 2013) for each field of service was calculated. The results of this analysis 
can be found on the Table 2 and Graph 2 below. Table 2 and Graph 2 reflect the results of the 
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Fields of Service 2013 2012 2011
Animal Protection 10,51 14,36 7,95
Child Welfare, Child Services and Day Care 1,70 1,51 1,29
Culture and Recreation 10,35 10,67 8,97
Development and Housing 3,41 4,34 5,41
Education and Research 8,57 2,36 2,14
Elderly 3,59 3,66 1,96
Emergency and Relief 0,99 1,59 1,31
Family Services 21,96 17,03 7,25
Handicapped 3,93 3,09 4,32
Health 5,23 6,92 8,47
Income Support and Maintenance 13,77 4,49 5,56
Law , Advocacy and Politics 4,67 12,80 2,72
Philanthropic Intermediaries and Voluntarism Promotion 12,66 9,91 11,38
Religion 18,84 12,89 13,42
Self Help and Other Personal Services 2,26 2,97 3,72
Youth Services and Welfare 3,02 5,79 2,76
ratios per field of service, Graph 2 is useful in that it allows the reader a good bird’s eye view 















From Table 2 and Graph 2 (above)  a closer look at the current ratios by fields of service for 
the year of 2013 (excluding the outliers), showed that there were eight fields that had a 
current ratio of more than 5, and eight fields that had a current ratio of less than 5. This is a 
strong indication that most fields are generally very liquid. Liquidity refers to an 
Table 2: Current Ratio 
Graph 2: Current Ratio per Field: 2013 - 2011 
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organisation’s ability to quickly convert assets into cash. It is useful to be able to turn assets 
into cash in the event of funding or donations decreasing. The organisation (if need be) can 
then generate their own income by converting their assets into cash. 
 
The three fields with the highest current ratios for the 3 year period: 
 Family Services: 21.96 for the year 2013, 17.03 for the year 2012 and 7.25 for the 
year 2011; 
 Religion: 18.84 for the year 2013, 12.89 for the year 2012 and 13.42 for the year 
2011; and 
 Animal Protection: 10.52 for the year 2013, 14.36 for the year 2012 and 7.95 for the 
year 2011. 
 
The fields of service that appear to be most liquid are Family Services, Religion and Animal 
Protection. This could also show that these fields are the most financially flexible. Flexibility 
talks to an organisations ability to not fully rely on external funding. By converting assets to 
cash an organisation then has an alternative means of income in times of crisis.  
 
The three fields with the lowest current ratio for 3 year period: 
 Emergency and Relief: 0.99 for the year 2013, 1.59 for the year 2012 and 1.31 for the 
year 2011; 
 Child Welfare, Child Services and Day Care: 1.7 for the year 2013, 1.51 for the year 
2012 and 1.29 for the year 2011; and 
 Self Help and Other Personal Services: 2.26 for the year 2013, 2.97 for the year 2012 
and 3.72 for the year 2011. 
 
Even though Emergency and Relief, Child Welfare, Child Services and Day Care and Self 
Help fields of service had the three lowest current ratio figures, the current ratios were still at 
or above 1 for the three year period. However they have the lowest current ratios and 
therefore appear to have the highest risk of closing down in the short term. However, it is not 
possible to predict their closure from looking at the current ratio alone. It should be noted that 
only the Emergency and Relief sector had a current ratio of below 1, at 0.99. This indicates 
that NPOs in the Western Cape generally operate within their means (only spend cash they 
have) and tend to save money for the following year. More so, it means that NPOs are 
generally quite liquid, in that they have enough short term assets to pay off short term debt.  
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The finding that NPOs only spend money they have and only save for a short period, was not 
surprising. The nature of NPOs is that they do not operate to achieve a surplus of money at 
the end of a financial year, they are not profit driven entities. They generally operate 
according to the need amongst the people they serve. NPOs also do not solely rely on their 
own efforts to generate income for their organisation. Therefore depending on the income a 
NPO has available to them, they will pay off their debts and save what is left. The amount 
saved may not be large (be enough for more than one year) because NPOs don’t operate to 
incur a surplus that they can use to save.   
 
The current ratio confirms that NPOs generally operate within their means, and cannot 
necessarily save, purely due to the nature of NPOs. NPOs are reliant on funders (the reliance 
is part of the nature of the non profit sector) and therefore it is understandable that they only 
spend money that they have. The reliance on funding may be linked to NPOs difficulty in 
fundraising. Studies done on the non profit sector found that fundraising was the greatest 
challenge (Kilbey and Smit, 2014). More so the study by Lotvonen (2005) found that NPOs 
lack contact with potential sources for funding. These challenges may highlight the need for 
NPOs having high current ratios, so that without funding they are still able to convert assets 
to create cash to fund their given projects.  
 
5.3.1.2 Solvency Ratio  
The solvency ratio is used to measure an organisation’s ability to meet long term obligations. 
However it is important to note that NPOs may not have a significant amount of liabilities. 
The results for the ratios are calculated as total values, so that the average ratio for each ratio 
per year could be determined. By referring back to Table 1, the results can be found. 
The total solvency ratio for the three year period was: 
 2013: 0.09; 
 2012: 0.05; and 
 2011: 1.05. 
 
The solvency ratio results from the total values are quite low. The total results are low 
because even though most fields’ values are high, they are brought impacted (brought down) 
the fields that had negative results.  
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Solvency Ratio per Field for 2011-2013
Year 2013 Year 2012 Year 2011
Fields of Service 2013 2012 2011
Animal Protection 3,92 4,37 1,68
Child Welfare, Child Services and Day Care 0,02 0,22 0,13
Culture and Recreation 0,64 0,53 5,87
Development and Housing 0,05 0,02 0,18
Education and Research 2,87 0,27 0,20
Elderly 0,19 0,09 0,29
Emergency and Relief -0,50 0,58 0,19
Family Services 1,37 -5,73 6,74
Handicapped 0,96 0,37 0,38
Health 0,25 -0,19 1,82
Income Support and Maintenance 2,82 -0,26 7,80
Law , Advocacy and Politics 0,35 3,21 0,39
Philanthropic Intermediaries and Voluntarism Promotion 2,66 1,45 22,17
Religion 4,05 1,51 -0,38
Self Help and Other Personal Services 0,08 -0,60 0,23
Youth Services and Welfare 0,20 3,29 1,00
The solvency ratio results per field of service for the three year period was also low. The 




















Table 3: Solvency Ratio per Field 
Graph 3: Solvency Ratio per Field: 2013 - 2011 
51 | P a g e  
 
The three fields of service with the highest solvency ratio over the three years were:  
 Philanthropic Intermediaries and Voluntarism Promotion; 
 Income Support and Maintenance; and 
 Animal Protection. 
 
When looking at the solvency ratio per field of service, Animal Protection, Education and 
Research, Family Services, Income Support and Maintenance, Philanthropic Intermediaries 
and Voluntarism Promotion and Religion, are the fields that appear to be highly solvent.  This 
is due to the solvency ratios for these fields in 2013 being above 1. It is important to note that 
Animal Protection, Family Services, Income Support and Maintenance, Philanthropic 
Intermediaries and Voluntarism and Religion are the top performers in the analysis of the 
current ratio as well. It is here that we see that the solvency and liquidity ratios go hand-in-
hand. Therefore these five fields are most likely to be the most secure. Secure in that they are 
able to convert assets into cash, therefore can generate immediate cash if needed, as well as, 
have the means to pay off large debt that if not settled, could result in closure. However the 
results cannot predict security or stability. 
 
It is interesting to note that Family Services and Income Support and Maintenance (a top 
performer for both the current ratio and solvency ratio) had negative solvency ratios in 2012. 
This tells the researcher that the solvency of an organisation can be volatile (change quickly); 
therefore this ratio should not be ignored or used to assume stability. A negative solvency 
ratio means that these two fields of service have had organisations generating profits and 
losses from year to year with no consistency. For example; FAMSA: KAROO from the field 
of Family Services, showed a profit in 2013 of R106,000, but incurred a loss of R1,370,000 
in 2012; therefore it had a negative ratio in 2012.  
 
The fields of service that had a solvency ratio of less than 0.2 on average for the three year 
period were Child Welfare, Child Services and Day Care, Development and Housing, 
Elderly, Emergency and Relief and Self Help and Other Personal Services. 
 
The three fields with the lowest solvency ratio over the three years were: 
 Self Help and Other Personal Services; 
 Emergency and Relief; and 
 Development and Housing. 
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The field, Development and Housing had a low solvency ratio due to the fact that in 2013 the 
NPO, Communicare had extremely large liabilities with a relatively small profit. For the 
field,  Child Welfare, Child Services and Day Care, 16 of their 34 organisations showed a 
loss in 2013, which contributed to a solvency issue within that particular field for the year 
2013.  
 
The loss incurred by the 16 organisations as well as the low solvency ratio may suggest that 
the field did not receive sufficient donations and struggled to fundraise. Without funding 
organisations will face closure. It is important to note that Development and Housing had one 
of the lowest current ratios as well, which makes it even more vulnerable. The Elderly field 
has a solvency ratio of 0.19 and does not appear to be in trouble yet, but it is also important to 
note that they too, have a low current ratio and therefore, as a field, are vulnerable as well.  
 
The Emergency and Relief field has only one organisation called Cape Town City Mission 
that incurred a profit and a loss in successive years (R764, 000 profit in 2012, but incurred a 
loss in 2013 of R950, 000) which is the main cause of the negative solvency ratio in 2013. 
This field has the lowest liquidity ratio which makes it extremely vulnerable, in that their 
survival is dependent on either an increase in funding or a decrease in expenses. The field of 
Emergency and Relief is unique in that the field would generally receive more funding in 
times of crisis. The field itself may be viewed as reactive, in that their service provision is not 
always required. However the field becomes essential when disaster strikes. Therefore the 
field may be volatile in that they experience periods where their services are not required and 
even under funded during ‘quiet’ times, but then overwhelmed with support during a crisis. It 
is human nature to contribute to NPOs when the need is severe and a sense of urgency is 
tangible, therefore giving in times of crisis would not be uncommon. As a result the field may 
appear the most stable, just due to the nature of the service provision.  
 
The Self Help and Other Personal Services field had a negative solvency ratio in 2012, but 
managed to obtain a solvency ratio of 0.08 in 2013. This is a sign of improvement, and needs 
to continue if the field wants to survive. It needs to keep improving because it, too, has one of 
the lowest current ratios. The main reason for the turnaround is due to the organisation 
SANCA Western Cape NPO, which incurred a loss of R3, 544,000 in 2012, but only incurred 
a loss of R388, 000 in 2013. This field also appears vulnerable, but is, at least, showing signs 
of improvement.  
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The solvency ratio may not be a true indicator of stability; however it can be used as a 
precaution. The solvency ratio reflects an unstable financial non profit sector, which is 
supported by the research of Smit (2005:354) who found that 68% of his respondents felt that 
their organisation’s future was not secure. The increase of security and sustainability is linked 
to the increase in funding. Those working within the non profit sector feel that the lack of 
security and sustainability is directly related to poor funding (Smit, 2005). The issue 
regarding funding will be discussed in depth further within the chapter.  
 
5.3.1.3. Savings Indicator 
The savings indicator begins with the ratios performed in total, followed by a more detailed 
ratio analysis per field of service. The first three figures come from Table 1, which provided 
the ratio results of the total ratio analysis. The saving indicator in total for the three year 
period was: 
 2013: 0.15 (15%); 
 2012: 0.08 (8%); and 
 2011: 0.49 (49%). 
 
The significant decrease from 2011 to 2012 could mean that there was a large amount of 
income in 2011 that was spent in 2012. The decrease could also speak to an increased need 
for the services of NPOs, therefore less money was saved because more money was being 
spent on programmes, services and relief efforts.  
 
The following tables, Table 4 and Graph 4, provide the results of the savings indicator for 
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Fields of Service 2013 2012 2011
Animal Protection 16% 15% 7%
Business and Professional Association -23% 9% -3%
Child Welfare, Child Services and Day Care -2% 3% 1%
Development and Housing 30% 13% 21%
Education and Research 15% 3% 0%
Elderly 9% 3% 20%
Emergency and Relief -24% 23% 5%
Family Services 1% -14% 47%
Handicapped 12% 6% 6%
Health 3% -4% 28%
Income Support and Maintenance 11% -2% 34%
Law , Advocacy and Politics 4% 14% 5%
Religion 7% 3% -1%
Self Help and Other Personal Services 2% -12% 4%
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Savings Indicator per Field 2013 - 2011















Environment, Philanthropic Intermediaries and Voluntarism Promotion and Culture and 
Recreation fields have been excluded from the graph because they were outliers in the 
savings indicator for the three years. They were outliers because each field in 2011 had a 
savings indicator which greatly distorted the general results. The three field’s results were: 
 Environment: 25% for year 2013, 58% for year 2012 and 1028% for year 2011; 
 Philanthropic Intermediaries and Voluntarism Promotion: 89% for year 2013, 58% for 
year 2012 and 428% for year 2011; and 
 Culture and Recreation: 14% for year 2013, 10% for year 2012 and 154% for year 
2011. 
Table 4: Savings Indicator per Field 
Graph 4: Savings Indicator per Field: 2013 - 2011 
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The three fields with the highest savings indicator over the three year period were: 
 Development and Housing; 
 Income Support and Maintenance; and 
 Animal Protection. 
 
The three fields with the lowest savings indicator over the three year period were: 
 Child Welfare, Child Services and Day Care; 
 Self Help and Other Personal Services; and 
 Emergency and Relief. 
 
It should be noted that there was no field that had a negative savings indicator for three years 
in a row, which was a positive sign. There was also only one field, Business and Professional 
Association that had a negative savings indicator for two of the three years. The only 
significantly negative savings indicator ratios in 2013 were the negative 23% for the Business 
and Professional Association field and the negative 24% in the Emergency and Relief field.  
 
A closer look at the field Business and Professional Association revealed that one 
organisation in this field called, Human Rights Media Centre NPC received half the income 
in 2013 than it received in 2012, while it only managed to decrease total expenditure by a 
quarter and this is the reason for the negative savings indicator for 2013.  
 
A closer look at the Emergency and Relief field showed that there was one organisation, 
Cape Town City Mission, that had a decrease in revenue from R4.1 million in 2012 to R3.05 
million in 2013, but its expenses increased from R3.4 million in 2012 to R4 million in 2013. 
This caused the savings indicator to become negative, and could have been due to a large 
donor unexpectedly decreasing their level of funding for that particular year.  
 
The savings ratio indicates whether an organisation generates sufficient income per year to 
provide a savings portion that it can operate from in the following year, even if income were 
to be reduced in the following year (Holman et al., n.d.). On average only 24% of the 300 
NPOs, would be able to survive for 88 days of the following year if no more funding were to 
be received.   It should be noted that this ratio only looks at revenue; and therefore it does not 
include any other cash saving that an organisation may have. This is problematic, however, 
the reason for it is due to there being an outlier in 2011 which is distorting the data. Therefore 
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for this ratio, the researcher only looked at the average for 2012 and 2013 which has an 
average savings indicator for 2012 and 2013 of 41 days (11.5%). For 2012 and 2013, 91 
NPOs had a Savings Indicator above the average; therefore 30.3% of NPOs in this population 
have acceptable savings. From the total of 300 NPOs, 209 NPOs, which is 69.7% of total 
NPOs, are more at risk, because their savings are below average.  It must be noted that saving 
within the NPO sector is a difficult issue, because donors may feel uneasy if their money is 
being saved rather than spent on programmes. This needs to be looked at in conjunction with 
the fact that it would take 69.7% of NPOs less than 41 days in the following year before they 
would run out of prior year savings and would either have to use current year income or 
excess cash available to fund projects. Not only are the majority of NPOs at risk because they 
have below average savings, but if funding were to cease, 41 days is not a long time before 
there is no more prior year savings to sustain the organisation. The low savings ratio may 
indicate a lack of financial security amongst NPOs, which has been found by previous 
research, in that NPOs were unsure about the future of their organisation (Smit, 2005).  The 
inability to save may be linked to the poor funding within the non profit sector (Smit, 2005). 
 
The savings indicator provides an insight into how much a NPO is saving, however this 
figure does not show how long the NPO could continue operating when all they had was the 
amount saved. Therefore a more appropriate ratio would be the defensive interval. The 
defensive interval communicates an estimated time of survival even if no more funding is 
received. 
 
5.3.1.4 Defensive Interval   
The defensive interval has become a very popular within indicator the Non Profit sector 
because it indicates how many months an organisation would survive if no more funds were 
received. Its popularity may be related to the reality that funding is and has decreased over 
recent years, especially in South Africa. The defensive interval reflects how many months the 
NPOs in this study could survive if funding stopped.  
 
The results of the ratios performed from the total amounts are given first, followed by a more 
detailed analysis of the defensive interval per field of service for the three year period. The 
defensive interval ratio in total for the three year period was: 
 2013: 8.54; 
 2012: 8.73; and 
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Fields of Service 2013 2012 2011
Animal Protection 5,93 6,86 4,93
Business and Professional Association 1,51 3,15 2,87
Child Welfare, Child Services and Day Care 4,05 3,50 3,10
Culture and Recreation 19,83 16,12 21,41
Development and Housing 6,85 8,25 9,36
Education and Research 5,11 4,92 4,03
Elderly 8,30 8,02 7,72
Emergency and Relief 5,05 8,13 5,82
Environment 40,67 59,11 61,99
Family Services 4,84 4,61 6,01
Handicapped 3,76 5,01 5,61
Health 10,16 8,98 13,36
Income Support and Maintenance 4,90 3,19 2,81
Law , Advocacy and Politics 8,05 7,19 5,28
Philanthropic Intermediaries and Voluntarism Promotion 53,46 51,44 26,49
Religion 3,33 3,04 2,86
Self Help and Other Personal Services 3,26 1,97 1,14
Youth Services and Welfare 3,54 4,70 2,81
 2011: 9.12. 
 
The decrease from 2011 to 2013 could be due to the decrease in funding over the past few 
years. At the current level of spending in 2013, the average organisation in the Western Cape 
is expected to last only 8.5 months if no more funding was received. This reflects how a 
funding crisis in South Africa would be detrimental to the NPO sector, because it would take 
less than a year to cause many organisations currently in operation to close down. The results 






















Table 5: Defensive Interval per Field 










Defensive Interval per Field 2013 - 2011
Year 2013 Year 2012 Year 2011
 
 
When looking at the defensive ratio by field of service, the researcher found that the 
Environment, Culture and Recreation, Philanthropic Intermediaries and Voluntarism 
Promotion and Health fields had the highest defensive interval ratios over the period 2011 to 
2013. Over all three years, the defensive interval ratio was over 12 months, which is higher 
than the average of 8.5 months for 2013. The number of days a NPO should survive without 
finding is not clear. However a generally accepted amount of time has become 90 days, 
which translates to roughly 3 months (Smit, 2014). Within this study 3 months is considered 
very low, with some fields of service having a defensive ratio significantly higher.  
 
The four fields that had the highest defensive ratio were: 
 Environment: 40.67 for year 2013, 59.11 for year 2012 and 61.99 for year 2011; 
 Philanthropic Intermediaries and Voluntarism Promotion: 53.46 for year 2013, 51.44 
for year 2012 and 26.49 for year 2011; 
 Culture and Recreation: 19.83 for year 2013, 16.12 for year 2012 and 21.41 for year 
2011; and 
 Health: 10.16 for year 2013, 8.98 for year 2012 and 13.36 for year 2011. 
 
It should also be noted that the Health field has a defensive interval ratio of above 10 in 2013. 
This high defensive interval was not due to one particular organisation having high current 
assets compared to its expenses; therefore this field of service as a whole appeared to be one 
of the best equipped to deal with a funding crisis.  
Graph 5: Defensive Interval per Field: 2013 - 2011 
59 | P a g e  
 
The above four fields of service from the results of the defensive interval would appear most 
likely to be the most secure. The reason for this is because the fields appear to have a large 
amount of time to continue operating during a financial crisis or funding shortage. Therefore 
the fields would have the opportunity to continue providing services and adapt financially to 
the changed environment.  
 
The three fields that had the lowest defensive ratio for the three year period were: 
 Business and Professional Association: 1.51 for year 2013, 3.15 for year 2012 and 
2.87 for year 2011; 
 Self Help and Other Personal Services: 3.26 for year 2013, 1.97 for year 2012 and 
1.14 for year 2011; and 
 Religion: 3.33 for year 2013, 3.04 for year 2012 and 2.86 for year 2011. 
 
There are a total of 11 fields of service in 2013 (out of the 18) which have a defensive 
interval ratio less than six months, five of which have a defensive interval ratio of less than 
four months. The Business and Professional Association field, in particular, has a defensive 
interval of less than two months. It should be noted that this field in itself only has a few 
organisations representing it, which is likely to cause the low defensive interval ratio.  
 
There were 145 NPOs that had a defensive interval ratio less than six months. The 145 NPOs 
were gathered by identifying the fields of service that had a defensive interval of less than 
six. Then the number of NPOs within each field was counted to arrive at the total of 145. The 
list to follow provides the 11 fields that had the defensive interval less than six, along with 
the number of NPOs within each respective field.  
 
For the year 2013 the 11 fields of service of the 18 fields that had a defensive ratio below six 
months were: 
 Animal Protection: 5.93 (consisting of 10 NPOs);  
 Business and Professional Association: 1.51 (consisting of 2 NPOs); 
 Child Welfare, Child Services and Day Care: 4.05 (consisting of 34 NPOs); 
 Education and Research: 5.11 (consisting of 23 NPOs); 
 Emergency and Relief: 5.05 (consisting of 1 NPO); 
 Family Services: 4.84 (consisting of 7 NPOs); 
 Handicapped: 3.76 (consisting of 25 NPOs); 
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 Income Support and Maintenance: 4.90 (consisting of 2 NPOs); 
 Religion: 3.33 (consisting of 26 NPOs); 
 Self Help and Other Personal Services: 3.26 (consisting of 6 NPOs); and 
 Youth Services and Welfare: 3.54 (consisting of 9 NPOs). 
 
The 145 NPOs of the total population of 300 results in 48.33%. Therefore 48.33% of the 
population had a low defensive ratio which may suggest that nearly half of the population is 
not financially secure. Research done by Smit (2005:354) found that 68% of his respondents 
felt their organisation were not sustainable. This finding is greater than the one in this 
research. More so, a study by Adams (2006:57) found that 15% of the respondents reported 
they would close down if funding stopped. Therefore in Adams’ (2006:57) study a very low 
15% were found to be financially unsustainable. Lotvonen (2005, 84-87) found that 30% of 
the organisations would close if government stopped funding. Although Lotvonen’s (2005) 
findings are greater than 15%, they are still significantly lower than the current research 
result of 48.33%. The current research also differed significantly to research done by 
Gebreselassie-Hagos and Smit (2013). They found that 61% of NPOs would stop operating 
within one month if funding ceased, while only 21% of NPOs could survive longer than six 
months (Gebreselassie-Hagos and Smit, 2013:114). Their research also found that when 
evaluating the savings of NPOs, 30% of their respondents reported that they had already 
begun using their savings, while 49% of respondents reported that from the following year, 
they would be operating from a deficit (Gebreselassie-Hagos and Smit, 2013:103-115). The 
difference between past research and the current research results are unclear. Follow up 
interviews would have had to be done to determine the actual cause. However it would be 
important to consider survivorship bias at this point. The NPOs within the current research 
may appear to be more financially secure, because they are NPOs that have managed to 
survive since the previous research was conducted and because many NPOs that were 
struggling have since stopped operating.  
 
As mentioned before, an accepted defensive interval is 3 months, but it is difficult to assign 
an acceptable time frame when each NPO is so unique. The different fields of service each 
operate in very different funding environments. Due to the nature and popularity of some 
NPOs, some organisation may receive more funding which means they are able to save more 
and have a higher defensive ratio. Some NPOs (like those in the field of Emergency and 
Relief) may have irregular income, depending on the demand for their services. It is also 
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Ratios 2013 2012 2011
Current Ratio 5,03 5,35 5,20
Solvency Ratio 0,09 0,05 1,05
Defensive Interval 8,54 8,73 9,12
Savings Indicator 0,15 0,08 0,49
Revenue From Grants as a % of Total Revenue 0,07 0,08 0,05
Revenue From Fund Raising as a % of Total Revenue 0,02 0,03 0,03
Revenue From Donations as a % of Total Revenue 0,13 0,11 0,09
Other Revenue as a % of Total Revenue 0,77 0,79 0,84
important to consider that NPOs have a responsibility to provide for the people they serve, 
that function at the end of the day is more important than saving. Therefore expecting NPOs 
to have a high defensive interval may not be realistic, or even that it should be concerning 
when NPOs have high defensive intervals. For that may mean that too much money is being 
saved by NPOs at the expense of those in need.  
 
5.4 Sources of Income  
It is important to note that, during the analysis of the 300 financial statements, it was not 
always possible to clearly see how the revenue was derived (revenue from donations, 
fundraising or government grants). This is because not all of the organisations’ financial 
statements report the amounts this way, or classified where the revenue came from. The 
section of poor financial reporting showed the difficulty in reading the financial statements. 
More so it relates to this section in that it showcases that gathering information regarding the 
sources of income does not give the most accurate reflection.  It should also be noted that 
included in other revenue is revenue received from the National Lottery and the Community 
Chest. The amounts from the National Lottery and Community Chest are not analysed 
separately because the majority of organisation mentioned that they received funding from 
one or both of these bodies in the Notes of their financial statements, but did not specify 
amounts (therefore because the amounts were not specified, the researcher could not 
differentiate these amounts for further analysis).  
 
Table 6 presents the results of the ratios performed from the total values of the information 
gathered from the 300 NPOs. The table will be used when each source of income is 
discussed. In the discussion of each source of income the results are converted into a 
percentage of total income that was received from each respective source.  
 
Table 6: Table highlighting the Ratios for the Analysis of Sources of Income 
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Fields of Service 2013 2012 2011
Animal Protection 0% 0% 1%
Business and Professional Association 0% 0% 0%
Child Welfare, Child Services and Day Care 17% 16% 16%
Culture and Recreation 5% 4% 2%
Development and Housing 2% 3% 2%
Education and Research 12% 10% 9%
Elderly 0% 2% 0%
Emergency and Relief 0% 0% 0%
Environment 1% 1% 0%
Family Services 47% 52% 30%
Handicapped 10% 15% 11%
Health 19% 20% 15%
Income Support and Maintenance 0% 0% 0%
Law , Advocacy and Politics 3% 3% 0%
Philanthropic Intermediaries and Voluntarism Promotion 0% 1% 0%
Religion 0% 0% 0%
Self Help and Other Personal Services 26% 21% 12%
Youth Services and Welfare 13% 11% 9%
5.4.1 Government Grants 
The first source of income to be discussed is government grants. The total ratio analysis 
indicated that the total percentage of revenue received from government was: 
 2013: 7% (0.07); 
 2012: 8% (0.08); and 
 2011: 5% (0.05). 
 
This is extremely low. This could mean that the government is not funding NPOs in South 
Africa adequately or could be as a result of the NPOs not showing the amounts that have 
been received from the government separately in the financial statements. A study by 
Lotvonen (2005:77) found that 35% of the population reported that government was the 
largest source of income. Research conducted by Swilling and Russell (2002:34) found that 
government grants made up 42% of NPOs total revenue. This was not found within the 
current study. The low percentage is seen again when looking at the total amount of income 
from government in relation to total income. Table 7 reflects the percentage of total income 
received from government. When looking at the table one will find that there are a few fields 
of service that did not receive any funding from government.  
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Table 7 indicates that the fields Business and Professional Association, Emergency and 
Relief, Income Support and Maintenance and Religion received no income from government. 
When looking at the number of NPOs within those fields: 
 Business and Professional Association: 2;  
 Emergency and Relief: 1; 
 Income Support and Maintenance: 2; and  
 Religion: 26. 
 
There were a total of 31 NPOs that did not receive income from government, which 
represents 10.33% of the population. Therefore 89.66% of the population received income 
from the Government. Research conducted by Gebreselassie-Hagos and Smit (2013:110) 
found that 43% of NPOs received funding from provincial government, while 13% of NPOs 
received funding from national government. The current study did not distinguish between 
provincial and national government. Therefore if the results from Gebreselassie-Hagos and 
Smit (2013:110) are combined, there were 56% of NPOs that received funding from 
government, which is considerably lower than the current research. The finding is supported 
by research conducted by Adams (2002:60-62) which found that 85% of the surveyed 
organisations received funding from government. The reason that NPOs may not have 
received funding may be due to non compliance regarding government funding regulations 
(Adams, 2006).  
 
When taking a more detailed look at the different fields, the researcher found that 11 of the 
18 fields’ total  revenue, was made up of 5% or less of revenue received from the government 
for the period 2011 to 2013. These 11 fields were: 
 Animal Protection; 
 Business and Professional Association; 
 Culture and Recreation; 
 Development and Housing; 
 Elderly; 
 Emergency and Relief; 
 Environment; 
 Income Support and Maintenance; 
 Law, Advocacy and Politics; 
 Philanthropic Intermediaries and Voluntarism Promotion; and 
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Fields of Service Sum of Total Government Grants %
Animal Protection 384 464,00R                                         0,2%
Child Welfare, Child Services and Day Care 61 213 112,37R                                    27,4%
Culture and Recreation 9 957 260,80R                                      4,5%
Development and Housing 22 530 221,90R                                    10,1%
Education and Research 7 538 841,00R                                      3,4%
Elderly 2 497 384,00R                                      1,1%
Environment 433 000,00R                                         0,2%
Family Services 13 385 935,00R                                    6,0%
Handicapped 33 792 236,00R                                    15,1%
Health 53 830 863,29R                                    24,1%
Law , Advocacy and Politics 487 415,00R                                         0,2%
Philanthropic Intermediaries and Voluntarism Promotion 358 676,00R                                         0,2%
Religion 400 860,00R                                         0,2%
Self Help and Other Personal Services 13 911 991,05R                                    6,2%
Youth Services and Welfare 2 621 427,00R                                      1,2%
Business and Professional Association -R                                                     0,0%
Income Support and Maintenance -R                                                     0,0%
Emergency and Relief -R                                                     0%
Total 223 343 687,41R                                  100,0%
 Religion. 
Furthermore, 5 of the 18 fields received between 5% and 20% of their total revenue from 
government grants for at least one of the years for the period 2011 to 2013. These 5 fields 
were: 
 Child Welfare, Child Services and Day Care; 
 Education and Research; 
 Handicapped; 
 Health; and 
 Youth Services and Welfare. 
 
Lastly, there were 2 of the 18 fields that received more than 20% of their total revenue from 
government grants for at least one of the years for the period 2011 to 2013. These 2 fields 
were: 
 Family Services; and 
 Self Help and Other Personal Services. 
 
Table 8 reflects the total amount of income received from government grants per field. The 
total amount is also shown in terms of a percentage, so that one can see what percentage of 
the income derives from government.  
 
 













Table 8: Total government income per field and the government percentage of total income  
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Table 8 reflects that no field showed that their income from government was over 30% of the 
total income. The funding does not support previous research done by Lotvonen (2005) and 
Adams (2006). The reason for the low percentage may be due to a decrease in government 
funding, the decrease in NPOs compliance with government funding regulation, or that the 
lack of clarification and classification of the financial statements collected, have impacted 
(skewed) the results of the study.  
 
A further analysis was done to see the percentage of total government grants that was 
allocated to each field of service. The above figures show that Child Welfare, Child Services 
and Day Care, Health, Development and Housing and Health are the 4 fields receiving 76.7% 
of the government grants given to the 300 organisations in this study for the three year period 
(2011 to 2013). 
 
The study conducted by Adams (2006) found that nearly half of the government grant income 
was received by healthcare organisations. While Lotvonen (2005) found that the majority of 
government funding was allocated to social service organisations. Therefore the above 
findings are congruent with past research. The study done by Swilling and Russell  (2002) 
saw that NPOs that received the most funding from government were those in the social 
services (child welfare), followed by the fields of health and development and housing. This 
was also found within the current research. Therefore there may be a governmental bias 
towards these fields of service, or that these fields have conquered the application process. 
Swilling and Russell (2002) also found that despite the size of the field, Culture and 
Recreation, they had meagre support from government. Again this was seen in the current 
research. Therefore when assessing the division of government support by fields of service, 
the research was congruent with past studies. However when looking at the percentage of 
income from government in relation to total revenue of NPOs per year, the amount or 
percentage is very low.  
 
5.4.2 Fundraising 
The second source of income to be discussed is fundraising. The first figures reflect the 
results on Table 6. The results on Table 6 are values, but the following discussion represents 
them as a percentage, so that one can more easily see how much of the total income was 
received through fundraising means.  
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The analysis of the ratios performed in total found that the revenue of fundraising as a 
percentage of total income was: 
 2013: 2%; 
 2012: 3%; and 
 2011: 3%. 
 
The above three percentages indicates that of the 300 NPOs a very small amount of total 
income received by all NPOs came from fundraising. It should also be noted that fundraising 
dropped by 1% in 2013, which is surprising since the amount received from government also 
decreased by 1% in 2013. The drop in fundraising therefore cannot be due to an increased 
amount of funding from government. However, as the discussion progresses, the reader will 
find that donations received in 2013 increased which could mean NPOs became complacent 
about fundraising during 2013 because of an increase in donations.  
 
The generally low percentage of fundraising may be linked to previous research by Swilling 
and Russell (2002) which found that NPOs stated fundraising was the greatest challenge 
because they lack the necessary experience and skills for effective fundraising. Furthermore 
fundraising was found to be 34% of total income of NPOs (Swilling and Russel, 
2002:37).The lack of experience was also found in research done by Lotvonen (2005). 
Lotvonen’s (2005) research also found that the NPOs lack sound contacts with funders and 
that NPOs did not employ personnel with the core function for fundraising. Poor fundraising 
is also supported by research conducted by Smit (2005) who found that respondents felt that 
their own efforts in fundraising were average. Poor fundraising may also be due to the 
competitive environment that funder’s face within South Africa (Mubangiza, 2004). NPOs 
compete against one another in that the pool of potential funders is highly saturated. The 
bodies that NPOs appeal to, receive appeals from many NPOs, therefore the market for 
funding is highly competitive (Lotvonen, 2005). The lack of fundraising is a matter of 
concern especially in light of the finding that funding from government is poor (as seen in the 
previous section of the dissertation).  
 
Table 9 presents the percentage of income that was derived from fundraising, for each field, 
for each year, of the three year period. The most overwhelming finding from these results 
was the large number of fields that had no fundraising or had a percentage less than 1. 
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When looking at the fundraising revenue as a percentage per field of service, the researcher 
found that 12 out of the 18 fields received 1% or less of their total revenue from fundraising 
for the period 2013 to 2011.  
 
The fields that had low fundraising income are generally the ‘popular’ fields. These fields are 
most favoured when it comes to donations, due to the nature of their service. Societies in 
general have more compassion and interest for fields such as Child Welfare, Culture and 
Recreation and Education and Research. Therefore because these fields expect or are 
accustomed to receiving grants or donations, their efforts to fundraise are mediocre. The 
assumption is also made as when looking at the percentage of income received from 
government and donations, the fields Child Welfare, Child Services and Day Care, Education 
and Research and Culture and Recreation have high percentage government grant and 
donation values.   
 
The fields that received 1% or less of fundraising income were: 
 Business and Professional Association: 0% for all three years; 
 Child Welfare, Child Services and Day Care: 1% for all three years; 
 Culture and Recreation: 0% for all three years; 
Fields of Service  2013 2012 2011 
 Animal Protection  3% 3% 3% 
 Business and Professional Association  0% 0% 0% 
 Child Welfare, Child Services and Day Care  1% 1% 1% 
 Culture and Recreation  0% 0% 0% 
 Development and Housing  1% 1% 1% 
 Education and Research   0% 0% 0% 
 Elderly  1% 1% 2% 
 Emergency and Relief  0% 0% 0% 
 Environment  0% 0% 0% 
 Family Services  0% 0% 1% 
 Handicapped   5% 15% 22% 
 Health   7% 7% 6% 
 Income Support and Maintenance  0% 0% 0% 
 Law, Advocacy and Politics  0% 1% 0% 
 Philanthropic Intermediaries and Voluntarism Promotion  1% 0% 1% 
 Religion  0% 0% 0% 
 Self Help and Other Personal Services  6% 9% 7% 
 Youth Services and Welfare  9% 5% 3% 
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 Development and Housing: 1% for all three years; 
 Education and Research: 0% for all three years; 
 Emergency and Relief: 0% for all three years; 
 Environment: 0% for all three years; 
 Family Services: 0% for years 2013 and 2012, 1% for year 2011; 
 Income Support and Maintenance: 0% for all three years; 
 Law, Advocacy and Politics: 0% for years 2013 and 2011, 1% for year 2012; 
 Philanthropic Intermediaries and Voluntarism Promotion: 1% for years 2013 and 
2011, 0% for year 2012; and 
 Religion: 0% for all three years. 
 
There were 3 out of the 18 fields that received 5% or more revenue from fundraising over the 
three year period. These organisations were: 
 Handicapped: 5% for year 2013, 15% for year 2012 and 22% for year 2011; 
 Health: 7% for years 2013 and 2012, 6% for year 2011; and 
 Self Help and Other Personal Services: 6% for 2013, 9% for 2012 and 7% for 2011. 
 
The study by Swilling and Russell (2002) found that the fields that had the highest percentage 
of fundraising in relation to their total income was the social services followed by the field of 
Development and Housing. This finding differed to the current research. Past research by 
Gebreselassie-Hagos and Smit (2013) also differed in that they found that the majority of 
NPOs (74%) used fundraising as a means of income. While the current research saw that not 
only was fundraising a very small percentage of income, but many fields of service did not 
even report on their annual financial statements that fundraising was ever done or attempted 
(see Table 9). The finding that fundraising was so poor is very worrying, and the low amount 
may be due to the poor financial reporting (NPOs may just not have recording their 
fundraising as such, but rather included it in income), however to gain more insight into why 
fundraising was not done, or why the efforts were so poor, follow up interviews or analysis 
would have had to be done.  
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Fields of Service 2013 2012 2011
Animal Protection 14,5% 8,4% 8,2%
Business and Professional Association 0,7% 0,5% 0,2%
Child Welfare, Child Services and Day Care 9,1% 8,7% 9,7%
Culture and Recreation 17,3% 17,8% 8,7%
Development and Housing 5,6% 5,5% 5,2%
Education and Research 18,8% 41,7% 38,1%
Elderly 4,4% 3,7% 4,2%
Emergency and Relief 55,4% 38,6% 68,1%
Environment 7,1% 12,8% 1,6%
Family Services 2,0% 2,9% 1,5%
Handicapped 45,7% 16,2% 5,4%
Health 13,2% 14,0% 15,6%
Income Support and Maintenance 42,4% 39,5% 43,8%
Law , Advocacy and Politics 17,9% 10,0% 7,3%
Philanthropic Intermediaries and Voluntarism Promotion 35,9% 23,3% 15,9%
Religion 0,5% 0,5% 0,5%
Self Help and Other Personal Services 15,9% 19,2% 19,5%
Youth Services and Welfare 46,8% 58,2% 7,1%
5.4.3 Donations 
The third source of income of interest was the amount of donations received by NPOs. The 
analysis of the ratios performed in total (as seen on Table 6) found that the revenue of 
donations as a percentage of total income was: 
 2013: 13%; 
 2012: 11%; and 
 2011: 9%. 
 
It should be noted that donations as a percentage of total revenue was higher than fundraising 
as a percentage of total revenue.  
 
Following the analysis of donations received as a percentage per year, the researcher 
examined the amount of donations received per field of service for each year. The results are 
shown on Table 10. Each field of service reflects the percentage of total revenue that was 


















Table 10: Donations as a percentage of total revenue 
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Table 10 indicates the percentage of donations in relation to the field’s total revenue. There 
are 5 out of the 18 fields that received 10% or less from donations in all three years for the 
period 2013 to 2011. The 5 organizations with 10% or less were: 
 Business and Professional Association: 1% for 2013 and 0% for years 2012 and 2011; 
 Development and Housing: 6% for years 2013 and 2012 and 5% for year 2011; 
 Elderly: 4% for all three years; 
 Family Services: 2% for year 2013, 3% for year 2012 and 1% for year 2011; and 
 Religion: 0% for years 2013 and 2011, 1% for year 2012. 
 
There were 6 out of the 18 fields that received more than 20% from donations in at least on of 
the three years for the period 2013 to 2011. These 6 fields were: 
 Education and Research: 19% for year 2013, 42% for year 2012 and 38% for year 
2011; 
 Emergency and Relief: 55% for year 2013, 39% for year 2012 and 68% for year 2011; 
 Handicapped: 46% for year 2013, 16%for year 2012 and 5% for year 2011; 
 Income Support and Maintenance: 42% for year 2013, 39% for year 2012 and 44% 
for year 2011; 
 Philanthropic Intermediaries and Voluntarism Promotion: 36% for year 2013, 23% for 
year 2012 and 16% for year 2011; and 
 Youth Services and Welfare: 47% for year 2013, 58% for year 2012 and 7% for year 
2011. 
 
The fields that had the largest movement (increase or decrease) in donations percentage were: 
 Education and Research: In year 2011 they had 38%, while in 2013 they received 
19% (decrease); 
 Handicapped: In year 2011 they had 5%, while in 2013 they received 46% (increase); 
 Philanthropic Intermediaries and Voluntarism Promotion: In year 2011 they had 16%, 
while in 2013 they received 36% (increase) ; and 
 Youth Services and Welfare: In year 2011 they had 7%, while in 2013 they received 
47% (increase). 
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Fields of Service Total Donations Received Percentage 
Animal Protection 11 081 168,99R                        3,0%
Business and Professional Association 22 455,00R                               0,0%
Child Welfare, Child Services and Day Care 34 409 166,19R                        9,2%
Culture and Recreation 41 486 887,96R                        11,1%
Development and Housing 49 277 857,73R                        13,2%
Education and Research 23 803 210,35R                        6,4%
Elderly 10 705 634,05R                        2,9%
Emergency and Relief 5 272 238,00R                          1,4%
Environment 6 816 085,81R                          1,8%
Family Services 660 449,00R                             0,2%
Handicapped 74 390 457,73R                        20,0%
Health 43 396 657,85R                        11,6%
Income Support and Maintenance 1 663 129,00R                          0,4%
Law , Advocacy and Politics 2 811 278,00R                          0,8%
Philanthropic Intermediaries and Voluntarism Promotion 42 933 592,00R                        11,5%
Religion 1 380 042,00R                          0,4%
Self Help and Other Personal Services 13 207 345,00R                        3,5%
Youth Services and Welfare 9 323 152,00R                          2,5%
Totals 372 640 806,66R                      99,9%
Table 11 presents the breakdown of the total amount of donations received between the 
different fields of service. The value is also shown as a percentage, to indicate which fields 
received the most of the total amount of donations given. 
 
 














Table 11 indicates that Culture and Recreation, Development and Housing, Handicapped, 
Health and Philanthropic Intermediaries and Voluntarism Promotion, are receiving 67.5% of 
the total donations that were allocated to the 300 organisations in this study for the three year 
period. 
 
There could be a direct relationship between donations received and fundraising efforts. The 
increase in donations over the three year period could be part of the reason the fundraising for 
the three years decreased. As organisations receive more donations their efforts in fundraising 
could become less critical. It may also be that fundraisers are not well supported, therefore 
dependence on donations and the efforts to find donors increased, instead of focusing on 
fundraising.  
 
Donations are difficult to analyse, since the exact source of the donation is not clear. This 
talks to donors wanting to remain anonymous as well as the poor clarification found upon the 
majority of the financial statements. However, previous research suggests that international 
Table 11: Donations received per field and the percentage of total revenue 
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funding (especially from America) has not decreased too drastically considering the 
economic downturn since 2007 (Lawrence, 2008).  The continual international funding may 
be contributing to the higher levels of donations in relation to the low fundraising results.  
 
The lack of clarification and classification of income limited the study further when the 
researcher tried to analyses donations that were received from: the National Lottery, 
Community Chest and the National Development Agency. 
 
5.4.3.1 National Lottery, Community Chest and the National Development Agency  
Firstly it is important to note that no results were found for the National Development 
Agency. Past research found that 23 out of 231 NPOs (9.9% of NPOs) received funding from 
the National Development Agency (Smit, 2005:357). Research by Adams (2006:60) also saw 
10% of respondents reporting funding from the National Development Agency. The study 
conducted by Lotvonen (2005:77) had higher results with 35% of respondents reporting 
receiving funding from the National Development Agency. The fact that the current research 
saw no funding from the National Development Agency is surprising, but may be due to a 
lack of clarification on the income statement, however the reason for the lack of funding by 
the National Development Agency was not known in this research.  
 
When looking at the number of NPOs that received donations from Community Chest, only 
37 out of 300 NPOs (12.3%) reported that they received income from the Community Chest. 
The low percentage is surprising especially when contrasted with past research that found  
very few NPOs had difficulty receiving funding from Community Chest (Smit, 2005). Table 
12 presents the number of NPOs within the fields of service that reported receiving income 
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Fields of Service Community Chest
Child Welfare, Child Services and Day Care 9
Development and Housing 10






Self Help and Other Personal Services 2
Youth Services and Welfare 2
Total 37
Fields of Service National Lottery 
Animal Protection 2
Business and Professional Association 1
Child Welfare, Child Services and Day Care 6
Culture and Recreation 8
Development and Housing 15
Education and Research 1
Elderly 5





Law , Advocacy and Politics 1
Philanthropic Intermediaries and Voluntarism Promotion 1
Religion 1











When recording the number of NPOs that received income from the National Lottery, only 
69 NPOs (23%) reported that they had received donations from the National Lottery. 
Research done by Gebreselassie-Hagos and Smit (2013:110) found that 49% of their 
respondents reported having received funding from the National Lottery. The higher 
percentage of funding from National Lottery compared to the Community Chest was 
interesting, considering more respondents from past research found the National Lottery to be 
a more difficult funding body to approach for funding (Smit, 2005). Table 13 reflects the 
number of NPOs within the fields of service that reported receiving income from the National 
















Table 12: Fields receiving donations from Community Chest 
Table 13: Fields receiving donations from National Lottery 
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Fields of Service
Received donations from both 
Community Chest and National Lottery
Child Welfare, Child Services and Day Care 5





Self Help and Other Personal Services 2
Total 22
When National Lottery and Community Chest funding was looked at together, it was found 
that only 22 NPOs of the 300 reported receiving income from both the funding bodies. Table 
14 indicates the number of NPOs in the fields of service that reported receiving income from 













When looking at the above figures, the researcher found that the Community Chest mostly 
funds Development and Housing and Child Welfare, Child Services and Day Care fields of 
service. The National Lottery mostly funds the field, Development and Housing, followed by 
Culture and Recreation, Handicapped and Health fields of service. The reason Community 
Chest and National Lottery favour the stated fields is unclear; however fields receiving more 
funding from these entities may be due to these fields being more effective in compiling the 
required documentation (financial statements) when applying for funding or these fields are 
seen as favourable fields to be supporting. 
 
A further breakdown of the NPOs receiving income from either National Lottery or 
Community Chest found that only 84 organisations received funding from these two 
organisations. This equates to only 28% of NPOs in the Western Cape received funding from 
these two funding bodies. Table 15 showing a summary of the number of NPOs receiving 




Table 14: Fields that had NPOs that received income from both National Lottery and 
Community Chest 
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The number of NPOs that received funding from the two bodies is low. However the most 
surprising was that no NPO reported receiving funding from the National Development 
Agency. Previous research found that 10% of respondents received funding from the National 
Development Agency (Adams, 2006:60). Lotvonen (2005:77) found that 35% of the 
respondents in their study received funding from the National Development Agency.  
 
It is important to note that this figure could be low because the financial statements were 
unclear when describing who the funding was received from, therefore more organisations 
could have received funding from these two bodies. This low percentage, however, does 
support the already-stated claim that funding in South Africa is decreasing (Hochfeld, 2010).   
 
5.4.4 Other Revenue 
This is a residual ratio of all revenue that has not been classified by the organisations. This 
revenue makes up the majority of revenue, and is due to the fact that not all organisations 
classified or specified their sources of revenue received. It should be noted that not much can 
be drawn from this ratio. However the researcher wanted to note the significant amount of 
revenue that could not be analysed due to poor financial reporting, found throughout the 
research process. Here again the need for improved financial reports becomes evident. Table 
16 presents the amount of income received per field for each year that had an unknown 







                     
Fields of Service Total NPOs 
NPOs receiving either National Lottery or Community Chest 84 
NPOs receiving National Lottery but not Community Chest 47 
NPOs receiving Community Chest but not National Lottery 15 
NPOs receiving both National Lottery and Community Chest 22 
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Fields of Service 2013 2012 2011
Animal Protection 82% 88% 88%
Business and Professional Association 99% 100% 100%
Child Welfare, Child Services and Day Care 73% 75% 74%
Culture and Recreation 78% 78% 89%
Development and Housing 90% 90% 91%
Education and Research 69% 48% 53%
Elderly 94% 93% 94%
Emergency and Relief 45% 61% 32%
Environment 92% 86% 96%
Family Services 51% 45% 68%
Handicapped 40% 54% 62%
Health 62% 59% 64%
Income Support and Maintenance 57% 60% 56%
Law , Advocacy and Politics 79% 86% 93%
Philanthropic Intermediaries and Voluntarism Promotion 63% 76% 83%
Religion 99% 99% 99%
Self Help and Other Personal Services 52% 51% 61%














The high percentage of other revenue may include funding from the private sector. Although 
NPOs did not classify or report this, past research has found that the private sector does fund 
NPOs. The study conducted by Swilling and Russell (2002:36) found that 25% of income 
came from the private sector.  
 
5.5 Conclusion 
The chapter presented the findings of the research, showing the results of the ratios 
performed on the 300 NPOs. The chapter presented the findings according to the three main 
research aims. The chapter began with the finding of poor financial reporting within the NPO 
sector. The standard of financial reporting set the tone for the further analysis, in that the 
analysis was limited due to the inadequate financial reporting. The findings mainly 
showcased the lack of clarification and classification of revenue on the Income Statements, 
but also showed the inconsistent reporting between annual reports. The second finding 
consisted of reporting the results from the four financial ratios to determine how long NPOs 
would survive if funding ceased. The financial ratios showed that NPOs rely heavily on 
funding and that the majority of NPOs do not save or have enough reserves in cash to carry 
them through the following financial year if no funding is received. The concern that NPOs 
are not financially secure or financially sustainable was increased when nearly half of the 
NPOs within the study had a defensive ratio below 6. Therefore meaning that many NPOs 
could only operate for a further 6 months if funding ceased. From the findings of the financial 
Table 16: Other revenue received that has an unknown source 
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ratios, it would appear that the fields of service that were the most financially sustainable 
were Environment, Philanthropic Intermediaries and Voluntarism Promotion, Culture and 
Recreation and Health. The field of Culture and Recreation would stand out amongst those 
four, because not only did it perform well on the defensive ratio, but the field had a high 
percentage of income from donations, as well as not being the lowest field to receive income 
from government. The chapter ended with the analysis of the sources of income for NPOs. 
The sources of income were compromised by the first finding in the research. However the 
researcher found that fundraising within NPOs was inadequate and almost non-existent when 
analysing the sources of income. The following and last chapter present the researchers 
recommendations based on the finding of the research from this chapter. The chapter 
highlights the findings according to the three aims of the study, followed by relevant 
recommendations. The recommendations focus on:  
 Improving the condition and accuracy of financial reporting by creating an annual 
financial statement template for NPOs; 
 Urging government to increase their financial support of NPOs ; and 
 Increasing fundraising amongst NPOs. 
The final chapter of the dissertation will close with some concluding remarks from the 
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Chapter 6 Recommendations and Conclusions  
6.1 The Condition (accuracy and consistency) of Financial Reporting within 
NPOS in the Western Cape   
The research process as well as the actual research findings showed that many NPOs within 
the Western Cape have poor financial reporting abilities and expertise. The annual financial 
statements lack accuracy in that figures from year to year were not the same. Reasons for the 
inconsistent figures were not accounted for in the financial notes of the annual financial 
statements. To be more precise, the balance sheet of some NPO’s did not balance, which 
proves worrying because ensuring the balance sheet balances is a basic accounting principle. 
Therefore by finding so many that did not balance is concerning, and the ability of those 
compiling the documents comes into question. The clarity on the income statement proved 
even more problematic. Many income statements did not include the source of their revenue. 
There was no conformity among the NPOs, in that each NPO compiled their annual financial 
statements differently. The income statements amongst the NPOs had no uniformity in the 
breakdown of their income and expenses. Each NPO captured and reported their income and 
expenditure in their own unique way. 
 
Due to the lack of consistency and lack of clarity the annual financial statements were 
difficult to read. The annual financial statements are meant to communicate to the reader the 
financial position or wellbeing of the NPO, however the poor financial reporting makes it 
extremely difficult to accurately discern the position or wellbeing of a NPO. The finding that 
financial reporting amongst NPOs is poor is extremely worrying. This is because not only are 
annual financial statements key tools for attracting funders, but it talks to a lack of financial 
knowledge and management within NPOs. The lack of knowledge and management is greatly 
concerning in light of the reality that financial sustainability is essential today for the survival 
of NPOs.  
 
The finding calls for increased attention to the financial management of NPOs, but to 
continue with the aim of this research, the attention is given to the actual financial reporting. 
In order to create a more consistent, accurate and conformed method of financial reporting, 
the researcher recommends that a template is created for annual financial reporting within 
NPOs. 
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6.1.1 Template for Annual Financial Reporting within NPOs  
As the researcher went through over 900 annual financial statements from the NPO sector in 
the Western Cape, the importance of implementing a standard for financial reporting in the 
NPO sector became apparent. Creating a standard of best practise would be achieved through 
developing a template for the annual financial statements of NPOs. The template would serve 
as a guide when drawing up the annual financial statements. In order to create the template, a 
conference could be held. The conference would create the space for the planning ad creation 
of a financial template for NPOs. Key stakeholders, such as financial consultant, NPOs and 
relevant government officials, would have to be present for their input into this process. 
Through the conference a standard of best practise should be developed for financial 
reporting within NPOs.  
 
The need for a standard is so that organisations themselves can better understand how 
financial statements are meant to be prepared. It is also important to have a set standard so 
that NPOs can begin to create comparability and consistency as a sector. Organisations 
should be able to compare their own functioning with that of other organisations in the sector 
so that they can measure their own success more effectively. This would also provide a useful 
tool when it comes to attracting funders. If organisations have consistency in their 
measurements, they will be able to identify trends and track their performance which will, in 
turn, influence their decision making and money management. Organisations should also be 
able to compare themselves against other organisations within their field so as to provide 
them with context and relevance resulting in competently run NPOs. Organisations currently 
have such diverse ways of reporting and recording their financial statements that it is difficult 
to confidently make comparisons between them.  
 
When the researcher talks about a standard of best practise, she is referring to having a 
template for NPOs to follow. Just as the private sector follows procedures outlined by the 
International Financial Reporting Standards, so should the NPO sector. The researcher 
acknowledges that there is a Code of Good Practice for South Africa NPOs, however this 
code does not provide much support and guidance when it comes to the compiling of annual 
financial statements.  
 
The researcher understands that NPOs are voluntary and often spontaneous in their creation, 
and this standard does not intend to destroy that. Rather, it is intended to be a measure of 
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achievement. All NPOs, even those just beginning, should have the goal, aim and hope that 
they can be self-sustainable and efficiently and effectively run. They should strive to conduct 
themselves as prescribed by a standard of best practise.  
 
The standard of best practise could in practise be an actual template that NPOs followed 
when compiling their financial statements. The template would ensure that each year, the 
same accounting method was used, and that income and expenditure would be clearly 
classified. 
 
A standard of best practise may be difficult to adapt or implement, but having a standard or 
template could also be a great guide for organisations unsure of how to compile annual 
financial statements. Furthermore, a template will allow all employees to have a basic 
understanding of the financial statements, as they would all follow a basic pattern which will 
allow professionals from all fields in the NPO sector to be able to read and evaluate all 
financial statements using the same methodology.  
 
The necessity for a standard or template for financial reporting for NPOs would not only 
assist those who compile the financial documents, but should reduce the lack of clarification 
and classification as well as inconsistency of financial statements. The template should 
include guidelines so that NPOs know how to classify their income stream as well as make 
notes as to why figures may be different from previous years. The researcher would go so far 
as to recommend that the template be part of legislation. Amendments should be made to the 
NPO Organisations Act, 1997, to include a financial template for NPOs so that they know 
exactly what is expected and what to include and how to write up their annual financial 
statements.  
 
6.2 The Length of Time NPOs would Continue to Function if their Funding 
Ceased 
On average if funding stopped in 2011 NPOs would survive for 9 months. For the year 2012, 
if funding stopped, on average NPOs would survive for 8 months, and for the year 2013, if 
funding stopped NPOs would survive (on average) for 8 months. A closer analysis showed 
that for 2013, 11 of the 18 fields had a defensive ratio below 6, which means that the NPOs 
within the 11 fields could only survive for 6months or less if funding stopped. The 11 fields 
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represented 48.3% of the research population for 2013 that would last less than 6 months if 
funding stopped. In order to improve the defensive interval or increase the number of months 
NPOs could survive without any funding, would be dependant on savings. However with this 
ratio it is important not to lose sight of the fact that NPOs are not for profit organisations. 
Therefore, even though it is essential to ensure financial security and increase financial 
sustainability, it cannot be at the expense of providing necessary aid to those who need it. 
This translates into finding a balance between financially planning for the future, while 
simultaneously ensuring that service delivery is not being sacrificed. NPOs have to increase 
their income generating ability so that they can continue to provide adequate service delivery, 
while creating cash reserves to sustain them when funding is tight. Increasing financial 
sustainability is reliant on increasing income. NPOs increase their income by either 
increasing their fundraising efforts, or by increasing the amount of money they receive from 
funding bodies, such as government or Community Chest. The increase in funding, in this 
dissertation, talks to an increase in fundraising, as well as increased financial support from 
government. These two issues will be discussed within the next section of this chapter.  
 
6.3 Sources of Income among NPOs in the Western Cape 
The actual sources of income for NPOs was unclear due to the poor financial reporting, 
however the findings did suggest that income received from donations is highest, followed by 
government funding then fundraising income. The income received from donations as a 
percentage of total income was: 
 2013: 13%; 
 2012: 11%; and 
 2011: 9%. 
The income received from government as a percentage of total income was: 
 2013: 7%; 
 2012: 8%; and 
 2011: 5%. 
The income received from fundraising as a percentage of total income was: 
 2013: 2%; 
 2012: 3%; and 
 2011: 3%. 
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The majority of income was not classified, therefore an accurate description of the sources of 
income was not able to be done. However the results are still troublesome. The most 
concerning was the level of financial support from government. Many would argue that 
NPOs provide a service that government should actually be providing.  On that premise, 
government should be the greatest supporter of NPOs, and should be greatly invested in the 
survival of NPOs across the country. With that being said, the researcher does acknowledge 
the vast number of NPOs within South Africa that are competing for funding. Therefore the 
financial burden cannot fall to government sources alone. Here-in lies the responsibility of 
each NPO to prioritise and increase their funding methods. The findings regarding the 
sources of income lead to two main recommendations: increased financial support from 
government and urging NPOs to see fundraising as a necessity to financial security and 
survival. It is important to note that the following recommendations are related to the findings 
regarding the defensive interval. By increasing revenue NPOs may begin to create a financial 
space for themselves so that they can save more and make more financially sustainable 
decisions.  
 
6.3.1 Increased Financial Support from Government 
NPOs across the country provide essential services to vulnerable people groups, as well as 
run programmes and as such are leading role players in community development efforts. As 
this research has shown, NPOs cover a diverse and large scope of service delivery (fields of 
service). It would even be argued that NPOs are providing the services or doing the work that 
government is actually responsible for, therefore it is appalling that the government provides 
such a low level of financial support for NPOs. The South African government has received 
criticism of their financial management and wasteful spending, which is frustrating when 
their responsibility to NPOs is being neglected. By increasing government’s financial 
assistance for NPOs, NPOs should be viewed as government’s investments, therefore 
hopefully resulting in an increased concern and desire to ensure NPOs become financially 
secure and sustainable.  
 
Apart from the actual financial assistance, the process of applying for funding from 
government should be less tiresome and stress provoking. Many respondents from many 
studies confirm the difficulty of receiving funding from government. The process, procedures 
and forms are unclear and confusing, which in and of itself needs to change. Funding is 
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competitive enough without these obstacles. The actual application thereof should not deter 
NPOs from at least applying for funding from government.  
 
6.3.1.1 Increasing the Financial Assistance from the National Development Agency (NDA) and 
the National Lottery  
The National Development Agency (NDA) and National Lottery (NA) are state related 
funding bodies. The findings of this research indicated an inadequate amount of financial 
support was given from these state affiliated bodies.  The NDA and NA have a financial 
obligation to support NPOs, therefore their financial assistance has to increase. Their lack of 
financial support has to be addressed. The Department of Social Development and other 
relevant governmental departments have to hold these two funding bodies accountable for 
their poor financial assistance. The reason for their insufficient financial support needs to be 
discovered, assessed and then a plan of corrective action must be put in place. If the reason 
for poor financial support is due to a complicated application process, the process itself must 
be examined and simplified. Bureaucracy cannot be the reason for poor financial assistance.  
Furthermore, if the limited funding is related to poor financial management within the two 
organisations, government has to increase governance and accountability within these 
organisations. The NDA and NL have a financial responsibility to NPOs which cannot be 
ignored or concealed.  
 
6.3.2 Fundraising: a NPO necessity  
The findings from the research show poor efforts in fundraising by NPOs. The finding was 
compounded by the finding that funding from government was low. The inadequate funding 
highlights the necessity to improve fundraising within NPOs. In order to increase their 
fundraising efforts, NPOs need to see fundraising as an essential component of the everyday 
functioning of the organisation. This may in turn result in organisations employing personnel 
to fulfil the fundraising needs of the organisation. In order for the fundraising personnel to be 
effective there needs to be relevant training, specialised skill development and sufficient 
support from the organisation itself.  
 
In light of the competitive market for NPOs, fundraising within NPOs should aim to create 
new ways in finding or creating funding. Fundraising can no longer only be large functions 
where the organisation hosts dinner and entertainment. Persons trained in fundraising 
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techniques, methods and even marketing need to become part of the norm within NPOs, so 
that NPOs can begin to create innovative ways to attract funders and raise money.  
The increase in fundraising means that organisations would increase their self generated 
income, which in turn would improve the organisation’s defensive interval or ability to 
survive if external funding stopped. 
 
6.4 Concluding Remarks  
The research has shown that NPOs in the Western Cape are not sustainable and that, as a 
sector, their survival is at risk. Funding within South Africa appears to be decreasing, 
especially funding received from government sources. Although funding decreases, the need 
for NPOs’ services increases. Therefore efforts to support and enable the survival of NPOs 
have become essential. The majority of NPOs are vulnerable to closure if funding continues 
to decrease. NPOs are not functioning sustainably enough to ensure their survival. Part of the 
problem is the significant lack of fundraising within NPOs. NPOs need to increase their 
fundraising efforts so that their dependence on donations and grants may be relieved. The 
South African government has implemented incentives for the private sector to come 
alongside NPOs by creating tax incentives, but this effort is not enough.  The Non Profit 
sector appears liquid and even solvent, in that they are capable of paying off both short and 
long term obligations and debt. This is vital when talking to sustainability and survival; 
however this strength is offset by the majority of NPOs only having enough cash to sustain 
them for five months should funding cease. NPOs have a poor savings capacity, which is a 
complex issue given the nature of the NPO sector. However, the need to create sustainability 
and increase financial independence within NPOs requires saving within the sector.  
 
The analysis regarding sources of income was compromised due to the finding that the 
financial reporting within NPOs was lacking. The financial reporting lacked accuracy in that 
there was inconsistent information on the balance sheet from year to year. The financial 
reporting also lacked clarity in that they failed to clearly communicate the exact sources of 
funding. The poor quality of the financial reporting made it difficult to examine the true 
sources of income and the main financial supporters within NPOs. The poor condition of 
financial reporting resulted in the recommendation of an annual financial statement template 
for NPOs. The template would be an attempt to create a standard of best practice amongst 
financial reporting within NPOs. 
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The sources of income may have been compromised, but what the research did find was that 
funding from government was extremely low. The majority of revenue within NPOs was 
unclassified, but on average for the three year period, donations were the highest percentage 
of the total revenue from the total data collected. The findings were concerning, because in 
the midst of financial challenges, NPOs now more than ever need financial assistance or 
support. Government especially has to ensure that they are adequately supporting NPOs, 
because they are the organisations working towards development and social upliftment within 
the country. Not only does Government need to increase their support, but NPOs too need to 
realise their responsibility in pushing their own fundraising efforts.  
 
The value and role NPOs play within the Western Cape is essential, therefore the research of 
their financial sustainability and security has became vital. Through financial research of 
NPOs the hope is that awareness would increase and that positive financial changes within 
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